The Outlook for Agriculture and
Rural Development in the Americas:

A Perspective on Latin America
and the Caribbean

UNITED NATIONS

ECLAC




The Outlook for Agriculture
and Rural Development in
the Americas:

a Perspective on Latin America
and the Caribbean

2009



© Inter-American Institute for Cooperation on Agriculture (IICA),
© Economic Commission for Latin America and Caribbean (ECLAC),
© Food and Agriculture Organization of the United Nations (FAO), 2009

This publication is also available in electronic (PDF) format in the following websites:

btep:/fwww.iica.int
http:/fwww.rle.fao.org
htep:/fwww.eclac.org
bttp:/fwww.agrirural.org

Translation of Macroeconomic context, Section I (Sectorial context and Agriculture),
Section II (Institutional arrangements for agriculture and rural development)

and Section III: Janet Davies. The original versions of the remaining sections

were writing in English.

Layout: Ana Catalina Lizano Quesada

Cover design: Zona Creativa

Printed: IICA Printshop, Headquarters

The outlook for agriculture and rural development in the
Americas: a perspective on Latin America and the Caribbean /
CEPAL, FAQ, IICA — San José, C.R.: I[ICA, 2009.

150 p.; 28 cm.

ISBN13: 978-92-9248-106-3
Published also in Spanish

1. Agriculture 2. Agricultural development 3. Rural
development 4.Latin America 5. Caribbean 1. CEPAL II. FAO
III. IICA TV. Title

AGRIS DEWEY
E50 338.1

San Jose, Costa Rica
2009

The designations employed and the presentation of material in this information product do
not imply the expression of any opinion whatsoever on the part of IICA, FAO and CEPAL
concerning the legal or development status of any country, territory, city or area or of its

authorities, or concerning the delimitation of its frontiers or boundaries. The mention of
specific companies or products of manufacturers, whether or not these have been patented,
does not imply that these have been endorsed or recommended in preference to others of a
similar nature that are not mentioned.

[ICA was reponsible for the copy editing this document.


http://www.iica.int
http://www.rlc.fao.org
http://www.eclac.org
http://www.agrirural.org

TABLE OF CONTENTS

ACKNOWLEDGEMENTS
ACRONYMS
FOREWORD

Executive summary

Macroeconomic context

Section I: Sectorial analysis

Sectorial context

Agriculture

Livestock

Capture fishing and aquaculture
Forestry

Section II: Rural well-being and institutional framework

Employment and rural development

Institucional arrangements for agriculture and rural development

Section Il (special): Volatility of agricultural prices

Price volatility in its agricultural and rural context
Transmission of international prices to national markets
Policy options to deal with the volatility of food prices

BIBLIOGRAPHY
STATISTICAL ANNEX

-9

11

13
23
33
41
51

63

65
75







. AKNOWLEDGEMENTS

r I Yhis document is the result of a joint effort of the Economic Commission

for Latin America and the Caribbean (ECLAC), the United Nations Food

and Agriculture Organization (FAO), and the Inter-American Institute
for Cooperation on Agriculture (IICA). It was prepared by an inter-agency group
composed of: Martine Dirven, Adridn Rodriguez, and Ménica Rodrigues from
ECLAGC; Salomén Salcedo and Pierpaolo Piras from FAO; and, Rafael Trejos,
Hugo Chavarria, and Tania Lépez from IICA. Martine Dirven and Adridn
Rodriguez (ECLAC), Salomén Salcedo (FAO), and Rafael Trejos (IICA) were

responsible for general technical coordination.

To draft the different chapters, interdisciplinary working groups were set up and
coordinated by each of the different institutions, depending of their fields of
competence. We would like to give our special thanks to the members of each
of the groups:

*  Macroeconomic and sectoral context: technical coordination provided
by Adridn Rodriguez (ECLAC), with the assistance of Ménica Rodrigues
(ECLAC), Salomén Salcedo and Pierpaolo Piras (FAO), and Rafael Trejos
and Hugo Chavarria (IICA).

e Sectoral chapter on “Agriculture”: technical coordination provided by Hugo
Chavarria (IICA), with the assistance of Rafael Trejos (IICA). Members of
the group: Martin Pifieiro, Rafacl Echeverri, Rafael Diaz, Luis Figueroa,
Juan Rafael Lizano, Francisco Gamboa, Oscar Arias, Mario Montero,
James French, Roberto Gonzélez, Javier Gatica, Antonio Donizeti, Henry
Benavides, Manuel Jiménez, Carlos Jara, Johana Rodriguez, Julio Paz, Radl
Roccatagliata, with the editorial support of Gabriela Mayorga.

*  Sectoral chapter on “Livestock™ technical coordination provided-by Tito
Diaz (FAO); members of the group: Moisés Vargas Teran, Luis Arango
Nieto, Leopoldo Del Barrio, with the editorial support of Julia ling.

iles

provided by Alejandro Flores (FAO); members of the group: Jorge
de la Rocha, Andrés Mena Millar, Carlos Wurman, and Lidia V;
the editorial support of Julian Dowling.

*  Sectoral chapter on “Fisheries and Aquaculture™ technical coo&on

e Sectoral chapter on “Forestry™ technical coordination provided by
Marx Carneiro (FAO); members of the group: Mario Me il g I
Hurtado, Jessica Casaza, Pamela Delgado, Santiago Ba /?
with the editorial support of Ruth Bradley




*  Chapteron “Employmentand Rural Development™ technical coordination
provided by Martine Dirven (ECLAC), with the assistance of Adridn
Rodriguez (ECLAC). Members of the group: Alberto Valdés, Alejandro
Schejtman, José Luis Vivero, Maximiliano Cox, Soledad Parada, Jorge
Rodriguez, Claus Kobrich, Melania Portilla, Ménica Rodrigues, Pierpaolo
Piras, Rafael Trejos with the editorial support of Julian Dowling.

e Chapter on “Institutional Arrangements for Agriculture and Rural
Development”™: technical coordination provided by Tania Lépez (IICA),
with the assistance of Rafael Trejos (IICA). Members of the group: Martin
Pifieiro, Rafael Echeverri, Miguel Gutiérrez, Carlos Pomareda, Olman
Segura, Roberto Flores, Herndn Gonzdlez, James French, Julio Paz, Antonio
Donizeti, Henry Benavides, Carlos Jara, Johana Rodriguez, and Guillermo
Toro, with the editorial support of Gabriela Mayorga.

¢ Chapter on “Transmission of prices in their agricultural and rural context™:
technical coordination provided by Adridn Rodriguez (ECLAC) and
Salomén Salcedo (FAQO), with the assistance of Pierpaolo Piras (FAO) and
Rafael Trejos and Hugo Chavarria (IICA).

*  Chapter on “Pass-through of international prices to local markets™ based
on documents prepared by Laure Dutoit (ECLAC) and Julio Paz (IICA).

*  Chapter on “Policy options to deal with the volatility of food prices™
technical coordination provided by Salomén Salcedo (FAO); members
of the group: Pierpaolo Piras Adridn Rodriguez, Arturo Barrera, Alberto
Valdés, Michel Leporati, Francisco Cerdn, Sergio Faiguenbaum, and Alfredo
Gonzélez Cambero, with the editorial support of Paulina Valenzuela.

Finally, our gratitude goes to Dennis Escudero and Eugenia Salazar for their
support in creating the statistical data base and to Rolando Coto for the web
interphase system that supplements the printed version of this publication.



B ACRONYMS

NEP
NGO
OECD
R&D
SAM

WTO

UN
UNCTAD
USAID
USDA
Uss$

Spanish International Cooperation Agency for Development
Bovine Spongiform Encephalopathy

Economic Commission for Latin America and the Caribbean
United Nations Food and Agriculture Organization

Group of 8 Most Industrialized Countries

Gross Domestic Product

German Technical Cooperation

Global Value Chains

Highly Pathogenic Avian Influenza

United Nations Food and Agriculture Organization
Inter-American Development Bank

International Energy Agency

International Fund for Agricultural Development
International Food Policy Research Institute

Inter-American Institute for Cooperation on Agriculture
International Monetary Fund

Input-output table

Inter-Governmental Panel on Climate Change

International Tropical Timber Organization

Latin America and the Caribbean

Millennium Development Goals

National Agricultural Research Institute Q
National Forestry Program a 9 g |

Nongovernmental Organization

Organization for Economic Cooperation and Devel
Research and Development
Social accounting matrix

World Bank

World Trade Organization
United Nations ‘
United Nations Conference on Trade and Developm.
U.S. Agency for International Developmerﬁ
U.S. Department of Agriculture

United States dollar






. FOREWORD

n order to give decision makers in this Hemisphere a consensual reference document,

the Economic Commission for Latin America and the Caribbean (ECLAC), the United

Nations Food and Agriculture Organization (FAO), and the Inter-American Institute
for Cooperation on Agriculture (IICA) decided to join forces to prepare this report on
trends in the agricultural sector and rural areas. It is based on a common data base and a
series of indicators available to all interested parties at www.agriruralc.org.

These three institutions intend to make this document the first of a regular series of
publications, which will be the result of their continued combined efforts to collaborate
and coordinate their work. In this way, they hope to respond to the wishes repeatedly
voiced by member governments of the three organizations to avoid duplications and
inefficiencies and improve inter-agency cooperation.

The cutrent global economic crisis has led to volatility in commodity prices and a decline
in remittances from abroad, foreign investment, tourism and exports in Latin America
and the Caribbean (LAC), aggravating food security problems and heightening concerns
over the possibility of meeting the Millennium Development Goals of reducing extreme
poverty and malnutrition. In this context, the governments of the region have formulated
some effective policies. However, this report is of the view that the current development
model needs to be rethought and the role and importance of agriculture and rural areas
need to be re-examined.

From the analysis performed, we have learned that the Americas, and especially the Southern
Cone, United States, and Canada, have major natural comparative advantages due to the
fact that their land, fresh water and climate are well-suited to agricultural production,
especially the production of basic foods. Inaworld with a growing population an nging

=

consumer habits, with projections for continued growth in the demandferifoo oth
nonfood products derived from the fisheries, agriculture and forestry sectors; a_nd in view
of the increasing scarcity of natural resources, the region has advantages.

But the Americas also have a responsibility to use these resources as eiciently and

sustainably as possible, which will require continuous research and adaptation,especially

in view of the vicissitudes of climate change. Its effects (and costs) are
seen, especially the increased frequency and intensity of extreme chrnatlc
droughts, floods, and storms.

its exports, over the past 15 years. However, this is due in la


http://www.agriruralc.org

Cone, since the other subregions are basically net importers, especially in the foods that
make up the bulk of their diet, such as grains, oilseeds, meat, and dairy products.

It is also important to emphasize that primary agriculture and activities directly linked
to this sector, such as agroindustry, transportation, and their inputs and services—i.e.,
the “expanded” agricultural sector—continues to be one of the most important sectors of
the regional economy, in terms of both employment and its share of GDP and exports.
Unfortunately, alongside its importance in terms of production and trade are relatively
discouraging indicators regarding income, poverty, and unmet basic needs, especially in
rural areas.

Yet it has been demonstrated that one dollar invested in agriculture earns more than
one invested in nonfarm sectors. Thus, the main message permeating this document
is the need to make more and better investments in the sector, not only for the good

of agriculture and rural dwellers, but also for the good of all, precisely because of the
beneficial spill-over effect of the sector on food security and its ability to activate the rest
of the economy and reduce poverty.

Together with the main message, special emphasis is also placed on small- and medium-
sized agriculture, used here as the equivalent of family farming, subsistence farming,
and individual farming, or in other words, small-scale agriculture. This agriculture is
constrained by a shortage of quality assets and a lack of access to infrastructure and
public and private services to support it. Contrary to wishes, this sector has received
relatively little support in comparison with its contributions to the supply of basic
foods, employment, environmental sustainability (or “unsustainability”) and culture.
In order to develop small- and medium-scale agriculture, it is necessary to integrate it
into agroforestry and fish production systems and to consider nonagricultural activities
and their environmental impact. Proper attention should also be paid to establishing
an adequate balance between product diversification on the farm, for the purpose of
reducing risks and vulnerability, and to increasing biodiversity vs. specialization and the
possibility of greater yields. It is also necessary to call attention to the obstacles that must
be overcome in achieving minimum production levels for a profitable operation, and to
promote the creation of production chains geared to the local, national, and international
markets and the formation of clusters based on specific products, with an increase in the
corresponding transaction and transportation costs.

A second message, also linked to investment, is the importance of supporting youth. It
is necessary to draw them back to rural life by creating the necessary conditions for them
to apply the knowledge they have acquired in school system and use their creativity and
ingenuity in new undertakings or in pursuing family enterprises, or as employees in
various types of farm or nonfarm enterprises. All of this requires policies and institutions,
including those focused on regulation, which go beyond the agricultural sector, and
are intended to cover a territory of a size that would allow for close intersectoral and
interdisciplinary coordination. This means that the institutional framework, in terms of
both agricultural and rural development, will have to be rethought, adopting an integrated
approach. It will also require short-term policies to respond to the current crisis, as well
as policies for responding to challenges expected in the medium and long terms.



Agriculture and the rural sector are key to efforts to deal with climate change and food
security, two of the major challenges facing mankind today. Consequently, it is essential
to lay the groundwork for the agriculture of the future so that it will be able to meet
these challenges.

The agriculture of tomorrow will require greater investments in: a) research on and
development of varieties better adapted to expected changes in climate, irrigation
technologies that make more efficient use of water, and environmentally more sustainable
production systems; b) restoration of agrobiodiversity, local production systems and
traditional knowledge, and food products to help diversify diets; ¢) promotion of
healthier food habits and development of production systems and products with a reduced
environmental impact (e.g., in terms of water and energy requirements and generation of
greenhouse gases); and d) financial and non-financial mechanisms for the management of
risks related to markets and climate change.

In LAC, a region with a great potential to contribute to global food security in the
future, the long-term vision is fundamental. Consequently, emphasis is placed on the
need for more and better investments in research on and development of production
systems with lower energy requirements, greater use of renewable energy sources, reduced
greenhouse gas effects, and in general, in rescarch on and development of technologies
and innovative production and management techniques that will lead to significantly
higher crop yields.

Realization of these goals will require the participation of all members of the agricultural
community in the Americas: renewed efforts on the part of all businesses, from
microenterprises to small and large agricultural or related enterprises; a new impetus
on the part of the governments of countries in the region, using strategies formulated
by consensus; cooperation between the public and private sectors, and more
international cooperation.

We, the undersigned, encourage other institutions to take part in this joint effort, to
which we have pledged to contribute as international cooperation organizations.

@5 % NFHe—dK Wk@%’%
Alicia Bdrcena José Graziano da Silva Chelston W.D. Brathwaite
Executive Secretary, ECLAC Regional Representative, FAO Director General, I[ICA







Executive summary

he economic crisis, together with recent
events, has produced an

unprecedented international scenario of
highly volatile food prices. At the same time, Latin
Americaand the Caribbean (LAC) have lost the gains
in reducing poverty and hunger they had achieved

economic

in the past 15 years. The region is facing both short-
term challenges, linked to the economic slowdown
and its impact on well-being and the soundness of
government budgets, and long-term ones, involving
the need to ensure economic development, and
use the regions potential as a provider (and self-
supplier) of food, while making sure to preserve
its natural resources. All of this is taking place in
a more insecure international environment due to
the volatility of markets and the probable effects of
climate change.

ECLAC, FAO, and IICA believe in the leading
role to be played by the rural environment and
agriculture, understood in its broadest sense, in
dealing with these challenges, and they are of the
view that an integrated, intersectoral, long-term
approach is needed, as proposed in this document,
along with more and better investment to trigger
inclusive economic recovery.

Thisbook isdivided into three sections. The first one
covers structural factors underlying the evolution,
recent trends, and outlook of the agricultural sector
and its four main subsectors: agriculture, livestock,
forestry, and fishing and aquaculture, with an
emphasis on policy recommendations. The second
section takes the same approach to addressing rural
well-being and agricultural and rural institutions.
The third section is devoted to the current economic
situation—namely, price volatility, and its causes
and future uncertainties—which is particularly
relevant for decision-makers in the sector.

Section I- Sectoral Analysis

Sectoral context — Not to diminish its economic
importance, but the sector’s relevance goes beyond
its contributions to GDP, since agriculture is an
important source of foreign exchange and, above
all, a generator of employment and income. The
sector has demonstrated its dynamic nature in
the past, but due to its heterogeneous geography,
climate, and production, important differences are
apparent among countries and groups of countries.
Moreover, in the short run, both the economic
crisis and the increased volatility and lack of
investment (for instance, in research and transfers
of technology) limit opportunities for growth in
production. This means that LAC has an enormous
potential to contribute to food security in the
world because of its food supply, but this does not
per se guarantee a reduction in domestic poverty,
especially during a period of economic contraction.
Agriculture is also facing challenges, such as the
need to become a supplier of energy in a scenario
of unstable production due to climate change.
The sector must maximize its efficiency and use
of resources, by taking a new approach, based on
sectoral integration.

Agriculture — Intraregional differences were seen
in 2007 and 2008, with gains in the agricultural
terms of trade in some countries, and losses in
others. Despite the expected increase in demand for
agricultural products, the increase in international
agricultural commodity prices was not necessarily
reflected in prices paid to the producers, who at the
same time saw their production costs rise. In order
for LAC to realize its potential in production of
food and biofuels, it should adopt not just sectoral
policies, but integral ones, that provide public goods
(research, technology transfers, public services, etc.)

A Perspective on Latin America and the Caribbean



and support services to increase the competitive
advantage of commercial agriculture and foster
inclusion and the contribution of small- and
medium-scale agriculture, which plays a key role in
agricultural production and sectoral employment in
LAC. Moreover, the region should look for ways
to adapt to and mitigate climate change, invest
in productive infrastructure, and effectively guide
small-scale agriculture, with differentiated policy
instruments in keeping with the quantity and
quality of the assets involved.

Livestock — Livestock production will benefit
from the growth in domestic and global demand
for animal products. In addition, small-scale
production provides jobs and food security to
millions of persons in the region. However,
specific investments and policies are required for it
to strengthen its productive and social role. The
important position of the sector as a global exporter
was achieved to a great extent at the cost of serious
environmental consequences, but production will
be unsustainable in the long run if productivity
cannot be increased and the environmental impact
reduced. A sustainable increase in productivity is
possible, because the required technologies exist.
Producers need policies that give priority to the
sustainable use of resources, and to better animal
health, to improve production and reduce the
impact of zoonoses. To accomplish this, investment
in research, development, and technology transfers
is needed, and in lines of credit so that commercial
breeders, including small operators, can recover
degraded areas, form agri-forest-
livestock systems, and improve productivity, while
reducing pressures on the environment. Systems

sustainable

of payment for environmental services could
help mobilize resources, so that producers could
incorporate technologies to improve efficiency in
use of resources and respond, in the medium and
long run, to a growing demand for products capable
of reducing the carbon footprint.

Fishing and Aquaculture — Due to their
comparative  advantages, their
importance in the region is expected to grow

economic

rapidly. Small-scale aquaculture and fishing make

The Outlook for Agriculture and Rural Development in the Americas

a substantial contribution to employment and
food security in rural areas in various countries of
LAC. The vulnerability and risks facing fisheries
and aquaculture have become apparent in recent
years, which will require them to manage the
natural resources on which these activities rely
in a responsible and sustainable manner. A
strengthened capacity to adopt
production technologies and integration with
other productive sectors are critical to achieving

sustainable

lasting development. Moreover, strengthening
vaccination and traceability systems will
enable small producers to be competitive by
incorporating them into value and market chains.
These factors, together with the development of
organizations and clusters, will offer the sector
better development opportunities and the chance
to achieve self-sufficiency in production, economic
sustainability, and a better quality of life for the
businesses and workers.

Forestry — The sector suffers from a lack of up-
to-date, reliable information. Despite this, it
occupies an important economic place in Latin
America and the Caribbean, and especially
in the Southern Cone where, due to the scale
of the countries, it is a key factor in forestry
production and exports and has good prospects
for expansion in the coming years. Public
policies should be strengthened to take advantage
of the great potential of the sector to generate
positive environmental, economic, and social
spill-over effects. This potential is best expressed
when emphasis is placed on the synergies of the
forestry sector with other production activities
and services. Forests are also a strategic natural
resource, capable of providing irreplaceable
services, such as a source of biodiversity, carbon
capture, and protection of water and land. The use
of mechanisms capable of identifying and paying
for these externalities should be a priority of the
governments in the region. Development of the
sector can be achieved only when the stakeholders
who work and live from the forests are involved in
designing policies for their management, and the
property and use rights of persons or communities

are recognized, as long as such use is sustainable.

ECLAC - FAO - lICA



Section Il - Rural Well-being
and Institutional Framework

Rural well-being — Agriculture rtogether
with rural areas are a driving force for economic
development, and governments should focus more
attention on them in their efforts to revitalize their
economies. At the same time, donors should fulfill
recent financial commitments to international
agricultural cooperation. Rising food prices could
present an opportunity for small-scale family
farmers to contribute to rural development, but
only if governments provide effective support,
through short-, medium-, and long-term policy
packages. The governments of the region should
invest in integrated policies for social protection,
food security, rural development, and environmental
protection that offer the rural population
opportunities to produce more food and obtain
more income in a sustainable manner, while at the
same time reduce negative environmental effects and
social risks. Moreover, a greater effort is required in
development and transfer of technologies that take
into account the new challenges of climate change,
among other things, and in creation of public goods
in rural areas, and improving access to productive
assets. These policies may not produce benefits
overnight, but in the long run, they are needed to
protect the most vulnerable members of society
from price volatility, to improve food security, and
to reduce the migration of youth and the flight
of skills from rural areas to the cities. By giving
rural youth hope in the future and breaking the
poverty cycle, governments will be doing a favor for
future generations.

Institutional arrangements — The process of
change in institutions for agriculture and rural
development has been analyzed and planned
in some countries of the region.
modernization is critical, and governments should

Institutional

assign it priority and resources. The new paradigm
of rural developmentis oriented towards territorial
integration that goes beyond a sectoral approach.
There are also adjustments in the legal framework
and in organizations and new forms of work that

favor consensus-building, decentralization, and
participation of new civil society actors. The new
legal frameworks and institutional arrangements
also address the problem of food security, and in
some cases, small and medium-scale agriculture
with scarce resources. An analysis of key agrifood
market chain structures in the region show a
growing concentration in links where there is
greater integration of value and knowledge, and
of matters related to logistics and distribution.
However, because of the limited availability of
public assets, operators are dispersed, and they
are usually small producers and consumers,
with relatively little organizing and negotiating
skills. In this situation, the use of practices that
limit competition is increasingly frequent in the
agrifood sector. It is important to focus attention
on an increasingly widespread phenomenon of
appropriation of land by states and multinationals,
adding a potential factor for conflict.

Section Il - Volatility
of agricultural prices

Volatility — The volatility of prices of most food
raw materials has intensified, especially in 2008,
as the result of new factors that are expected to
continue influencing the global market in the
medium- and even the long-term. Countries that
have specialized in a limited number of agricultural
exports are particularly exposed to the effects of
volatility.  In addition, heightened uncertainty
poses the risk of discouraging production and
investment in the agricultural sector, weakening the
local food supply, and exacerbating the challenge of
food security for the poorest families. Given this
scenario, the state plays a key role in controlling
volatility and in mitigating its most serious effects
on vulnerable groups.

Price transmission — The real effects of the
volatility of international prices on local markets
and the income level of farmers are not really
known and have been little studied. Two studies
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endeavor to interpret these phenomena and offer
the possibility of making a few comments. Price
transmission is seen on some markets more than
on others, depending primarily on protectionist
policies and on the defects of wholesale markets.
Although transmission of international prices to
domestic markets in the long run allows for a better
allocation of resources, in the short run it can affect
and significantly complicate decision-making by
producers. Finally, based on available data, some
producers have benefited from higher prices of
products sold, even with increased production
costs. Therefore, in some areas, and under certain

conditions, the more efficient farmers have
improved their net income.
Policy options — Agricultural production

requires long-term investments, but the market so
far has not offered income protection mechanisms

that go beyond one or two agricultural cycles.
Thus government participation would appear to be
needed to guarantee the income of sensitive groups
(producers and consumers), in accordance with its
own policy objectives. The short-term objectives
and long-term effects should be adequately
weighed by governments in adopting policies, so
that the tools applied lead to effective progress in
reducing the vulnerability of the affected segments,
and measures that could ultimately prove to
be counterproductive by promoting greater
protectionism or increased market distortions are
avoided. At the same time, government action
should take into account the complexity of the
socioeconomic effects triggered by price volatility.
To deal with this complex situation, government
policies should generate synergies and ensure
coordination, to maximize the positive effects of
public and private investments.



Macroeconomic context
From the crisis in prices to volatility and a global crisis

Box 1. Probable scenario:

The world economy will experience a 2-year
slowdown before returning to moderate growth
rates beginning in the second half of 2010
(IMF, 2009b).

In Latin America and the Caribbean (LAC),
GDP is predicted to decline between 1.5%
(IMF) and 1.9% (ECLAC), with a 9% increase
in unemployment, an expansion of the informal
sector, and a negative impact on poverty.
Recovery is expected to begin in the second
half of 2009, and gain strength in 2010, with
a growth rate ranging between 2.3% (IMF) and
3.1% (ECLAC) (IMF, 2009d; ECLAC, 2009b).

The speed of recovery in LAC will depend on the
government's capacity to implement counter-
cyclical policies within a tight macroeconomic
space (ECLAC, 2009b).

A response to the greater-than-expected supply
of agricultural products, especially in developed
countries, resulted in lower prices in 2007-2008.
Widespread economic weakness will cause
prices to remain at that level for the next 2 to 3
years. However, real prices of agricultural crops
in the next decade are projected to average 10-
20% more than during the 1997-2006 period
(OECD-FAO, 2009).

The reduction in prices of farm products, and in
production and consumption, associated with the
drop in income, is expected to have a moderate
effect on agriculture, provided recovery occurs
within 2-3 years; this shows the resistance of
agriculture to crises. (OECD-FAO, 2009).

o From economic growth
to the global crisis

According to the IMF—in its July 2009 Report
on the World Economic Outlook—by mid 2009
the global economy was beginning to show signs
of recovery from the greatest decline recorded in
the past 50 years. However, forecasts continue to
point to a contraction of economic activity in most
regions of the world in 2009, and a modest recovery
in 2010, on the assumption that efforts to ensure a
sound financial sector will be stepped up, at the same
time as support for demand and nonrestrictive fiscal
and monetary policies are continued (IME 2009b
and 2009d).

The widespread drop in economic activity was
evident at the end of 2008, after strong economic
growth from 2004 to 2007. Similar behavior affected
trade, as the global growth rate in terms of volume in
2008 was less than half of what it was in previous
years (Graph 1).

In 2009, growth rates are expected to be significantly
less than in 2008, and prior to April, forecasts were
increasingly pessimistic, both for production and for
trade.! However, this tendency stopped towards the
middle of the year for 2009 projections, especially in
the case of production,” and was reversed for 2010.
In July 2009, 2010 forecasts were for growth rates
higher than those projected in April in all regions, for
both production and trade (Graph 1).

In LAC, signs of an economic slowdown also
began to be felt in the last quarter of 2008, as a

1 After March 2008 predictions of a 3.8% growth in the global product (and S.8% in the trade volume) in 2009, in April 2009 a 1.3% decline
was forecast (along with an 11% reduction in the trade volume), with declines in all regions, except for the average of emerging and developing

2

economies, due to the weight of China and India.

In July 2009, GDP growth rates projected for 2009 were relatively similar to those estimated in March 2009. However, they continued to be
progressively more negative for Latin America and the Euro Zone. As for trade, July 2009 forecasts show a continued downward trend, with large

reductions in comparison with March estimates.
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result of the substantial reduction in domestic
demand in developed economies and the fall in
international prices of basic commodities exported
by the region (ECLAC, 2008b). At the end of
2008, ECLAC was estimating a 1.9% growth rate
for GDP in 2009, based on a scenario of slow,
gradual recovery of the world economy starting in

the second half of the year. More recent forecasts
show a 1.9% drop in 2009 and a 3.1% increase in
2010, a situation that contrasts significantly with
growth rates in the past 5 years (ECLAC, 2009b).
For its part, the IMF projects a decline in regional
GDP of 2.6% in 2009 and a 2.3% increase in
2010 (IMF, 2009d).

Figure 1. Rates of growth in GDP and trade
in 2006-2008, and 2009-2010 forecasts
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World Economic Outlook Update July 2009 (2007 and 2008 data and projections for 2009 and 2010).

The Outlook for Agriculture and Rural Development in the Americas

ECLAC - FAO - lICA




Thestrong reliance of Latin American and Caribbean
economies on demand from United States markets,
income from remittances, and exports of oil and
other basic products affects the depth and duration
of the economic slowdown and the possibility for
recovery of the countries of the region. In fact, four
importance factors will be determining the growth
of LAC in the coming years: a) recovery of demand
in the developed economies (principal markets
for the region’s products); b) the revitalization of
emerging economies, where there is a high potential
for expansion of imports; c) recovery of the global
credit market; and d) the evolution of international
prices of agricultural commodities.

Thelength and depth of the economicslowdown will
also depend on the domestic production structure
and the efficiency of national policies. At the end
of 2008, when the outlook for the magnitude of
the recession was still relatively optimistic, various
sources agreed in giving a positive assessment to the
region’s capacity to cope with the current crisis in
comparison with previous ones, essentially because
various countries had been reducing their fiscal
deficit, international reserve levels were high, and
trade was more diversified. This view held sway
until mid 2009 (IME 2009d; ECLAC, 2009b),
when the depth of the crisis was greater than what
was estimated only a few months earlier.?

Even considering the fact that the dimensions of
the current financial crisis and economic slowdown
cannot be compared with any of the crises
experienced in the past 50 years, it is clear that this
time LAC has taken on a more pro-active role in its
own recovery. The economies of the region, which
have demonstrated a capacity to generate and
implement efficient recovery policies, could even
come out of it stronger, with a potential to invest,
once the developed economies and the global credit
market begin to recover.

» Price volatility and
uncertainty

The prices of agricultural raw materials, fuel, and
fertilizers have increased significantly since 2005,
with an important surge beginning in 2007.
Between 2005 and 2008, UNCTAD and IMF food
price indices rose at average annual rates of 22.4%
and 16.2%, respectively. These increases contrast
with growth rates from 1980 to 2008, which were
less than 1%.* Moreover, in both cases 2005-2008
rates were double those of 2000-2008.

The magnitude of the drop in the second half of the
year, in comparison with the growth in the first half,
made 2008 (together with 1973) the year with the
greatest volatility in commodity prices since 1960.

Figure 2 (with the IMF indices for raw material
prices) illustrates the drop that occurred in the

Figure 2. Prices of raw materials
(Quarterly averages, 2007-2009, 2005=100)
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3 For instance, the IMF subtitled its report on the outlook for LAC indicating that: “The most solid policies pay dividends.” (IMF, 20095).

4 According to the UNCTAD index, 0.9%, and 0.8% for the IME index.
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second half of 2008 and the recovery during 2009,
especially in the second quarter (the subject of
price volatility is discussed in greater depth in the
special section of the report).

Despite the price drop in the last months of 2008,
a return to the low prices of recent decades is
not forecast. On the contrary, the upward trend
in the first half of 2009 is evidence that as the
world economy shows signs of recovery, the forces
that took international prices of raw materials to
historic highs prior to the September 2008 crash
(e.g., increased demand in emerging economies)
are coming back into play. In addition, it remains
to be seen to what extent the increase observed in
recent years, including the recovery of the past few
months, is indicative of a new supply and demand
adjustment cycle, similar to the ones that occurred
at the end of the 19th and the beginning of the
20th centuries, and between 1945 and 1970. In
this context, OECD-FAO (2008) predict that real
prices of agricultural crops during the next decade
will average 10-20% more than in 1997-20006,
since agricultural supply will barely grow enough
to meet demand in the next ten years.

Regional heterogeneity and
differentiated effects of price
increases and the economic crisis

In many LAC countries, the positive evolution of
the prices of some of the main items in their export
baskets has meant a substantial improvement in
their terms of trade, which has enabled them to
finance economic growth in recent years (ECLAC,
20082). This was the case in the South American
countries, which are major exporters of agricultural
products, primarily grains and oilseeds, as well as
in oil exporting countries. In these countries, the
drop in commodity prices during the second half
of 2008 led to a slowdown in one of the principal
engines of growth in recent years. In contrast,
in Central American and Caribbean countries,
net importers of basic foods and oil, there was a

The Outlook for Agriculture and Rural Development in the Americas

reversal in the deterioration in their terms of trade
experienced in the past two years.

The improvement in their terms of trade—in
some cases combined with a restrictive monetary
policy—resulted in the revaluation of many
national currencies. On average, the real effective
exchange rate of LAC appreciated by 4.2% in
2007, with an average real effective appreciation
of 5.1% in the South American countries versus
0.7% in Central America, Mexico and the
Caribbean (ECLAC, 2008a). The trend changed
in the second half of 2008, with the international
financial erisis and the drop in the price of
commodities. For instance, between August and
December 2008, the Brazilian real depreciated
48.8%, the Mexican peso 32.8%, the Chilean peso
25.6%, and the Colombian peso 21.7% (ECLAC,
2009b, p. 32).

A decline in the terms of trade is expected in 2009,
and is estimated at around 11% for the region
as a whole. In Chile and Peru, metal exporters,
the drop will be around 21%, whereas in fuel
exporting countries, the reduction will be close
to 28%. And, in MERCOSUR countries, where
farm products represent a significant proportion
of exports, the estimated decline is around 6%. In
contrast, in Central America and the Caribbean,
net commodity importers, the reduction in oil and
grain prices will provide relief that will partially
offset the drop in remittances and the effects of
the decline in world growth. For example, in
Central America a 4% improvement in the terms
of trade is expected (versus a 4% drop in 2008),
and in the English-speaking Caribbean, excluding
Trinidad and Tobago, since it is an oil exporter, the
improvement will be 11% (versus a 10% decrease

in 2008) (ECLAC, 2009b).

Due to shrinking demand associated with a decline
in economic activity in developed countries, a
drop in the volume of exports is also expected. In
fact, the contraction began in the fourth quarter
of 2008 and deepened in the first quarter of 2009
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in terms of both value and volume. For the region
on average, the value of exports fell at inter-annual
rates of around 10% to 30%, in each of those
periods’(ECLAC, 2009b).

In the case of agricultural exports, the final effect
of the recession will depend on their relative
distribution by destination markets, since the
emerging economies are expected to experience
less of a decline in economic activity (see Figure
1). 'This is why the negative impact will be greater
in Mexico and Central America than in South
America, where commodity exports have a greater
weight and go primarily to emerging economies,
which are expected to continuing growing at high
rates (ECLAC, 2008b).

Increases in prices observed in 2007 and 2008 also
had a considerable impact on inflation, since most
of the countries are net importers of foods derived
from the products that had the highest price
increases (e.g., grains), in addition to oil, vis-a-vis
price increases of agricultural exports (e.g., tropical
products). Measured as a weighted average, the
inflation rate increased from 5% in 2006 to 6.4%
in 2007 and 8.4% in 2008. The upward trend was
highly influenced by an increase in the prices of
food and energy products. It is precisely for that
reason that the rate of increase in prices declined
significantly as of September 2008. In May 2009,
annual inflation was reduced to 6.1%, with more
significant declines in the Central American
countries (ECLAC, 2009b).

Since agriculture is an important activity in
many countries of the region and is more labor-
intensive than the energy sector, an abrupt drop in
international commodity prices also has a negative
impact on regional economic activity, through
employment and the income of producers and
employees in the agricultural sector.

The current context of the economic crisis also has
differentiated effects from one country to the next.
ECLAC identified three major channels of these
effects: a) the impact stemming from the drop in

demand in developed countries, which affects the
exports of countries that are major exporters to those
markets; this is the case with Mexican and Central
American exports to the United States; b) the drop
in remittances sent by Latin American migrants
to their countries of origin, a phenomenon that
primarily affects Central American and Andean
countries; and ¢) the drop in tourism, which has the
greatest impact on the countries that are important
tourist destinations in the Caribbean basin. In the
case of remittances, they attained a historic high
in 2008, yet the amount was very similar to the
2007 figure (IADB, 2009) (See country data in
the statistical annex.) For 2009, a decline of 5% to
10% is expected (ECLAC, 2009).

The differentiated impact in the behavior of
commodity prices, and the drop in remittances and
tourism, are repeated at the level of households,
since both agricultural production and remittances
are more important sources of income in poorer
households. Moreover, food costs have a greater
weight in these households, which indicates that
the main impact of price volatility and the drop in
remittances is concentrated in this segment of the
population. (These issues are discussed in greater
detail in the chapter on “Employment and rural
development.”)

Impact of the economic crisis
and price volatility on
rural development

An increase in the coverage and efficiency of
public investment in the agricultural sector in
rural areas is essential, in order to prevent the
deterioration of poverty and indigence rates, and
takes on additional importance in the context
of the current crisis. If such investment is not
made, global food insecurity will increase, with

the related social and political risks.

The agricultural and rural population demands
more productive investment and social protection,

During the first quarter of 2009, the sharpest drops were in Mexico (in terms of both volume and value), South America (in value), a

nd oil countries (in value).
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Box 2. Fulfillment of the

Millennium Development Goals
(MDGs) at risk:

The positive economic situation in LAC in 2003-
2008 favored the creation of jobs on the formal
market, investment in social protection systems,
and ultimately the reduction of poverty. In
contrast, in the present slow growth scenario,
there are fewer job opportunities, which, together
with the drop in remittances and high food prices,
has engendered an increase in poverty.

The decline in tourism could have an important
negative impact on rural economies, especially in
those countries where a substantial percentage of
tourism is linked to rural amenities, as in the case
of ecotourism.

The lower growth reduces employment and
income and puts pressure on public finance,
thereby affecting social expenditures, which have
played a key role in the recent reduction of poverty
in the region.

but the governments capacity is limited and
diminishes during times of an economicslowdown.
In the case of LAC, agriculture has suffered
for a long time from a low level of government
spending, less than its contribution to the regional
economy and below levels observed in economies
that have managed to make the leap to increased
urbanization and creation of higher quality jobs
for their rural population.

To deal with this situation, the priority in public
policy matters should be to create jobs, both
in agriculture and in the nonagricultural rural
economy. The basic ingredients of a dynamic rural
economy are rapidly growing agriculture and a
favorable investment climate (World Bank, 2008).
There is a great growth potential in agriculture in
the region, as was demonstrated in recent years
with the sharp increase in international prices.
However, the climate for private investment
is not favorable at present, in view of the sharp
contraction in credit and the losses of firms on
financial markets.
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Section I:

Sectoral analysis







Sectoral context, Agriculture, Livestock,
Forestry, Fishing and Aquaculture

Latin America has great potential to contribute

to global food security

Box 3. Some anticipated trends
in food production, consumption,
and trade

« Once the global economy recovers, most of
the growth in production and consumption
of agricultural products will come from
developing countries.

For most agricultural products, imports and
exports are expected to increase, and this
will have a particular impact on developing
countries. In this scenario, South-South trade
will become much more important, in view of
the projected long-term trends in population
growth and income. Global food production
should increase by 40% between now and
2030, and by 70% by 2050, as compared
with the 2005-2007 average.

Due to considerable amounts of available land,
Latin America is expected to expand agricultural
production. However, use of much of this land
could entail heavy investments, as well as
social risks and environmental costs.

Persisting structural problems in various
developing countries will limit their capacity to
produce food. In view of this situation, policy
reform and more investment in agriculture are
critical.

Source: OECD-FAQ, 2008.

The definition of the agricultural sector in the
national accounts includes both crops and livestock,
forestry, fisheries and aquaculture. The quantitative
information offered in this section thus refers to the
aggregate of these activities.

o Agriculture continues to play
an important role in LAC economies

Although the share of these activities in the Gross
Domestic Product (GDP) has declined in most of the
countries in the region over the past three decades,
the contribution of agriculture is much greater than
is apparent from the national statistics.

Regional agriculture was responsible for around
5% of GDP on average in 2008, with significant
differences among countries, fluctuating from
close to 1% in various Caribbean Island states to
some 20% or more in countries such as Nicaragua
(18.2%), Haiti (20.3%), Paraguay (21.2%), and
Guyana (30.2%) (ECLAC-Badecon).

In the last decade, this scenario has remained
virtually unchanged, except for certain Caribbean
states (Dominica, Saint Vincent and the Grenadines,
Saint Lucia, and Haiti), where the share fell by
more than three percentage points, and in Paraguay,
where it increased by over five percentage points in
comparison with the 1995-1999 average (see the
Statistical Annex).

The general panorama of the region shows that

the agricultural sector contributes substantially
more to the generation of foreign exchange than to
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GDP. In 2000, the regional average of the share of
agricultural exports out of total exports was almost
14%, more than double its contribution to GDP
(the main exceptions are oil exporting countries,
such as Mexico, Venezuela, and Trinidad and
Tobago). Agriculture is also an important sector for
generating jobs and income in rural areas, especially
among the poor. The percentage of persons working
in agriculture fluctuates between less than 10% of
total employment, as in the case of Venezuela, to
over 30% in countries such as Bolivia, Guatemala,
Honduras, Nicaragua, and Peru.

In addition, the real contribution of the broadly
defined agricultural sector is greater than what
is shown in the national accounts, which only
records the value added of the primary phases of
production. Ifwe add to this the chains—upstream
and downstream—of agricultural, livestock,
forestry, and fishery activities, the economic
contribution of the sector is greater. These chains
expand as economies develop, reducing the weight
of primary activities.

Studies by Dirven (2002), IICA (2004), and
Ferranti et al (2005) provide significant evidence
in support of this finding. Using an input-output
table, Dirven estimated that in 1996, the direct
contribution of the agricultural sector to GDP
in Chile increased from 4.4% to 15.1% of total
GDP, while its contribution to employment rose
from 14.8% to 22.1% of total employment, and
its contribution to total exports went from 4.8%

to 19.9%.

In a study by IICA, in which multipliers were
estimated on the basis of social accounting matrices
(SAM) for 11 countries,® it was estimated that
every unit of the primary sector used generated a
derived production that ranged from 3.0 (Canada)
to 5.5 (Argentina) additional units. Moreover, it
was determined that the positive effect of a one
dollar increase in primary agricultural exports on
the remuneration of factors of production ranged
from 1.4 dollars in Canada to 3.34 in Argentina.

These data show the importance of agriculture in
generating houschold income, through its direct
and indirect chains involving other sectors.

Finally, using both input-output tables and social
accounting matrices, in a World Bank report, de
Ferranti et al estimated that the contribution of the
agricultural sector to GDP increased from 4.5%
to 9.3% in Chile (1996 input-output table), from
14.4% to 18.5% in Colombia (SAM - 2000), and
from 5.3% to 8.0% in Mexico (input-output table
— 1980 and GDP- 2000).

The role of agriculture and the rural sector as
generators of employment and engines of growth
is essential during recessions (see macroeconomic
context). However, at the present time, the capacity
of agriculture and the rural environment to mitigate
the negative impact of the crisis and contribute to
recovery is limited by the low levels of investment
in it for at least the past two decades. In view of
this situation, throughout this paper we emphasize
the need to increase investment in the agricultural
sector and in rural areas in general, both in terms
of quantity and quality. This investment should
favor the creation of decent work and territorial
cohesiveness, and help safeguard the environment
and improve living conditions in rural areas. In
short, it should contribute to inclusive agricultural
and rural development.

It should also be noted that an important
characteristic of agriculture in Latin America and
the Caribbean is its structural heterogeneity, both
among and within countries. At both levels there
is a diversity of production units and systems that
differ on the basis of agroclimatic conditions, scales
of production, use of technologies, and access to
This diversity reflects different policy

needs and potentials, in the following areas, among

resources.

others: a) provision of public goods for the primary
sectors (e.g., investmentinagricultural R&D) and for
environmental protection, to ensure that expansion
in production is consistent with environmental
goals; b) efficiency in public expenditures (e.g.,

6 Argentina, Brazil, Canada, Chile, Colombia, Costa Rica, Mexico, Peru, Uruguay, United States, and Venezuela.
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evaluation of investments, governance of agricultural
institutions); ¢) integration of small producers into
already established productive and commercial
chains; d) promotion of public-private alliances to
encourage production, employment, and integration
into markets; ¢) policy differentiation, based on the
type of producers and territories; f) development of
the potential of the domestic market vs. exports; g)
integration of sectoral policies, beyond production,
to include education or integrated production
systems, for instance; and, h) implications for
integration of institution frameworks at national,
regional, and local levels.

» Recent developments in the sector

The evolution of the agricultural sector during
this decade has been uneven, with a general
contractionary trend in the Caribbean (except in
Antigua and Barbuda, Suriname, and Trinidad and
Tobago), and an increase in the rest of the region.

In the first half of the decade, the increase in the
agricultural value added for the entire region was,
on average, greater than the growth of the total
regional GDP (3.1% vs. 2.6%), and this was also
true for a large number of countries, including the
three principal agricultural economies in the region
(Brazil, Mexico, and Argentina, respectively).

During 2005-2008, the sector’s high growth rates
remained above those for the previous period
(2000-2005) in the regional aggregate (4.1% vs.
3.1%), although they were less than the GDP
growth rate (4.1% vs. 5.29). In various countries,
the sectoral growth rates were over 5%, and in some
cases higher than global economic growth (Brazil,
Ecuador, El Salvador, and Paraguay).

In 2008, the sector’s growth rate decreased for
the region as a whole, but it remained dynamic in
various countries. For instance, from 2005 to 2007,
the sector grew at higher rates in Brazil, Mexico,

Bolivia, Ecuador, Nicaragua, Panama, Peru, and
Uruguay, and at rates higher than GDP growth
in Bolivia, Brazil, Colombia, Cuba, El Salvador,
Mexico, Nicaragua, and Venezuela.  Negative
growth was recorded only in Argentina, Costa Rica,
and the Dominican Republic, and in a number of
Caribbean economies.

Taking the total for the decade, two trends in the
sector’s evolution can be identified: in the first place,
the drop observed in the aggregate for the Caribbean,
to increasingly more negative rates; and, in the second
place, the dynamic performance of Brazil, Bolivia, and
Paraguay, with growth rates rising above the GDP in
all the periods considered. The sector’s growth was
highly influenced by expansion of the soybean crop in
these three countries, where the area under cultivation
increased by 7.8%, 9.3%, and 10.4%, respectively,
between 2000 and 2007.7

Latin America can contribute even
more to global food security

Various LAC countries currently account for an
important share of global agricultural production
and trade. The most notable cases are Argentina and
Brazil, especially in grains and oilseeds. Argentina
ranks first in world soybean oil exports, third in corn
and soybeans, fifth in wheat, and sixth in grains.
Brazil is the largest exporter of meat, ground coffee,
and sugar, and is second in soybeans and soybean
oil and fourth in corn.

However, other countries also stand out in specific
segments. For instance, Chile ranks fourth in
apples and fifth in wines, Colombia is second in
ground coffee exports and fourth in bananas, Costa
Rica ranks first in pineapple exports and third in
bananas, Paraguay holds fourth place in soybean
exports, Bolivia is seventh in soybean oil, Uruguay
is eighth in rice, Honduras in ninth in pineapples,
and Ecuador and Guatemala are first and sixth in
banana exports, respectively.?

7 Argentina also experienced considerable growth in GDP, also influenced by the growth in soybeans (8.6% from 2000 to 2007), but its

agricultural value added dropped between 2007 and 2008.
8 Based on FAOSTAT data.
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Table 1. Average annual rates of change in the Gross Domestic Product
and the Agricultural Value Added, by country

2000-2005 2005-2008 2007-2008
GDP | VAA | GDP | VAA | GDP | VAA
Caribbean 39| -06| 43| -09| 23| -15
Antigua and Barbuda 4.4 1,8 8,3 3,0 7:5 2.8
Bahamas 0,5 2256 3,0 -5,2 1.5 150
Barbados 1,4 -3,5 27 -1,4 1,5 -0,7
Belize 5,4 9,4 3.7 -8,6 3,8 2,9
Dominica 0,7 -1,6 4,0 -1,0 3,4 0,0
Grenada 2,2 -8,3 L2 14,0 2,1 14,3
Guyana 0,5 2.3 4,5 0,3 8.l -5,8
Jamaica I -2,6 1.2 0,0 0,0 -6,0
Saint Kitts and Nevis 3:3 AT 63 -5,5 97| =27
Saint Vincent and the Grenadines 3,5 2.4 6,0 2,6 1,0 ~7s3
Saint Lucia 26| =134 255 5,8 2.3 7
Suriname 5,4 2,5 5,4 2,5 5,0 3,5
Trinidad and Tobago 8,6 -3,9 6,9 1.3 3.5 100
Latin America 26| 32| 53| 41| 42| 36
Argentina 2,0 2,9 8,0 3,5 7,0 -1,5
Bolivia (Plurinational State of) 3,1 3,5 B, ) 6,1 8,2
Brazil 2.8 4,2 4,9 5,4 5,1 5,8
Chile 4,2 7,0 4,1 2,6 3,2 2,1
Colombia 3,9 2,6 N7 3,2 2,6 207
Costa Rica 4,1 2,0 65 5,0 29 -2,3
Cuba 5,0 -2,3 7,8 52 4,3 5,0
Ecuador 5,4 4,9 4,3 4,9 6,5 5.4
El Salvador 2;3 1.2 3,8 7.8 25 T
Guatemala 3.0 3,0 5.0 2.4 4,0 2,0
Haiti -0,5 -1,0 2,3 -0,5 1,3 -5,7
Honduras 4,7 2,7 5,6 o 4,0 3,4
Mexico 1,9 2.2 8.2 3,0 1,3 3.7
Nicaragua 3.2 29 3,6 3.4 3,0 55
Panama 4,3 4,6 9.7 349 9,2 6,0
Paraguay 2.6 5,4 ST 8,7 5,8 85
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Cuadro 1 (continuacién).

2000-2005 2005-2008 2007-2008

Peru 4,2 2.7 8,8 6,1 9,8 6i7
Dominican Republic 3,5 3,4 8,1 2,0 53| -3.4
Uruguay 0,9 4,5 7,0 1.0 8,9 S
Venezuela (Bolivarian Republic of) 2,6 2,7 7,8 3,2 4,8 5,6

Latin America and 26| 31 4,1 42| 3,6

the Caribbean

5,2

Source: ECLAC, on the basis of official information (Economic Statistics and Indicators —
BADECON) — using information revised on May 8, 2009.
Notes: preliminary figures

Moreover, Latin America has a great potential
to increase agricultural production, hence to

It is also important to consider alternative uses of
land with a potential for food production outside

contribute to global food security, since it is one of
the few regions in the world with enough available
land and water to increase farm production. It
is estimated” that the region has about 21% (416
million hectares) of land with adequate or highly
adequate potential for agricultural use that was
not under cultivation around 2000, and that is
not part of forest ecosystems (2.541 billion ha.), a
percentage surpassed only by Africa. This represents
2.6 times the amount of land under cultivation in
the region (159 million ha.), with and without
irrigation (Fischer et. al., 2001). However, this
potential is concentrated in the countries in the
southern part of the continent, and especially in
Brazil, Argentina, Bolivia, Colombia, Uruguay,
Paraguay, Peru, and Venezuela.

The possibility of bringing these lands under
production will require investments that may be
significant, both for development of the lands and
mitigation of environmental impacts (e.g., reduction
of the carbon footprint), and for infrastructure, as
well as research, innovation, and extension services,
especially if this development is to be inclusive. In
addition, there is a possibility of environmental
and social conflicts, since the region also has a large
amount of suitable or highly suitable land that is

currently part of forest ecosystems (281 million ha.),
or 47% of the world total (601 million ha.).

forest ecosystemns, including production of biofuels

Box 4.
G8: $20 billion increase
for rural areas

At its recent meeting in L'Aquila, ltaly (July 10,
2009), the leaders of 40 countries and international
organizations expressed alarm at the growing number
of undernourished persons and at the inadequate
level of investment in agriculture, and stated that
they considered the “global food problem the most
important item on the G8's agenda.”

The agreement will grant $20 billion to poor countries
over three years, to support agricultural development.
The strategy seeks to ensure that poor subsistence
farmers produce more than their own food supply
by improving productivity, rather than by focusing on
an aid-based approach. The plan provides for new
answers to food insecurity, regarded as a threat to
political stability, and also responds to the expected
increase in the planet's population of around two
billion persons in the next 20 years.

Source: “l'Aquila” G8 Joint Statement on Global Food
Security, L'Aquila 10 July 2009

9 The data are taken from the study by Fischer, et al (2001 ), in which he used a modelling approach based on geographical information
systems, where land evaluation methods are combined with criteria for socioeconomic analysis. The data correspond to around 2000.
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and forests, or urban use. In the case of lands within
forest ecosystems, there is a considerable economic
potential in the context of carbon markets, under
schemes that may be developed in the near future and
are currently under discussion within the framework
of the Climate Change Convention (e.g., prevention
of deforestation). This could provide an important
opportunity for resources for rural populations, who
could become the guardians of these ecosystems,
with economic, social, and environmental benefits.

o There are economic factors preventing
an increase in short-term production

The extreme volatility of commodity prices (see the
special section), and the high costs of production and
inputs, together with credit restrictions, deter long-
term agricultural investment as well as production,
and set the stage for new food crises (Von Braun,
2008). Investment in productive infrastructure is
hampered by the difficulty in predicting the timing
of capital recovery, and ultimately its economic
return. In view of this uncertainty and the shortage
of capital, financial institutions are restricting credit,
reducing opportunities to develop investment.

[t is therefore necessary to protect capital formation
in agriculture from any significant adverse effects
generated by the current crisis situation, involving
either cancellation or deferral of investments
and programs directed to basic agricultural
infrastructure, or activities that indirectly benefit
agriculture (as is the case with infrastructure and
sectors related to agriculture). In the private
sphere, many farmers who had benefited from high
prices and who responded to the new conditions
by making investments could now face problems in
repaying their debts in this new scenario.

According to FAO, between 1985 and 2001,
agricultural and rural public spending in Latin
America and the Caribbean (19 countries) decreased
from $205 to $140 per capita, although this drop
was not seen in most of the countries studied (Soto,
et al, 2006). Perhaps even more relevant is the fact

Box 5.
Reduced funding for public
agricultural research

Financing for agriculture fell significantly during the last
two decades, and this has particularly affected agricul-
tural research. The reductions are seen in both bilateral
and multilateral financing, as well as in public expendi-
tures for agriculture in developing countries (United Na-
tions, 2008).

Despite the fact that development aid has been an im-
portant source of financing for agricultural R&D, since the
1980s agriculture has lost its place on the list of priorities
for bilateral financing. As a percentage of total bilateral
aid, agriculture’s share diminished from 15.2% in 1988
to only 4.2% in 2003 (Pardey, et al, 2006, p.21).

Also, Pardey, et al (2006) indicate that cuts in public
financing of agricultural research in developed countries
could restrict the spillover of ideas and new technologies
from developed to developing countries. Further, they
point out that this situation could be exacerbated by re-
ductions in financing by developed countries to support
agricultural research in developing countries. The depth
of this trend could limit their possibility of obtaining pro-
ductivity gains in important food crops, since developed
countries still contribute around 40% of financing for
global agricultural research. In fact, along with the drop
in agricultural R & D financing, a tendency toward stagna-
tion of the yield on some crops, especially corn, wheat,
and rice, has been observed in recent years.

Asia is the only region in the developing world that
showed an increase in government spending on agricul-
ture during the 1980-2000 period, with a tripling of that
spending in real terms. In contrast, LAC is the only region
in the developing world where these expenditures have
gone down in absolute terms, although a recovery trend
has been noted since 1990 (Akroyd & Smith, 2007).

In LAC, a recent study estimates that spending on ag-
ricultural research in PPP dollars in 2005) in 27 LAC
countries increased at an average annual rate of only
1.05% from 1981 to 1986. Moreover, from 1991 to
2001, growth was virtually nil (0.02% annually). The
three largest countries in the region (Argentina, Brazl
and Mexico) accounted for almost 75% of spending
(Stads & Bientema, 2009).
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that the spending structure favors efficiency, by
giving preference to public goods over subsidies.
In this context, it is noteworthy that between
1985 and 2001, in the region on average, the trend
was towards a greater share of public goods and a
growing delinking of transfers. This was not the
situation in all countries, however.!°

Market defects and the retraction of public spending
have created a serious shortage of investment in
agricultural research and development (see Box 5).
This contraction is linked to a drop in the rate of
increase in productivity for some crops, and is in
turn one of the reasons why the growth in supply
has been inadequate to meet increased demand.
Consequently, if increases in productivity are
needed if agriculture is to play a dynamic role in
the region’s economic recovery, investment in the
generation and dissemination of specific technology
for family production will be required.

Moreover, the role of public spending as a
determining factor of private investment in
agriculture cannot be ignored, due to the link
between capital formation and agricultural growth,
and between this and reduction of rural poverty
(Bisaliah, 2008). And, it is not just the amount
of public spending that is important, but also its
structure (Soto et.al. 2006), which should favor the
financing of public goods.

» A global vision is needed

The need to increase the world supply of agricultural
products technological ~ challenges,
because growth must be achieved with a limited
environmental impact. This poses challenges to

creates

institutions involved in organizing networks for the
generation and transfer of technology from developed
to poorer countries.  The
available in developed countries, which are currently

financial resources

being used to maintain high levels of subsidies to
protect domestic agricultural production, would be
better used in developing countries more suited to
agriculture, where there is a shortage of capital of all

types for technological development and sustainable
agricultural growth.

After experiencing the food crisis of 2008,
countries should be more aware that the problem
of availability of and access to food affects
everyone, and that it cannot be solved just by
closing borders to trade in products or by giving
heavy support to domestic production. These
policies tend to aggravate the problem in the long
run. In contrast, international cooperation is in
the best position to contribute to agricultural and
rural development, in a context in which financial
and technological resources are reserved for the
greatest growth potential of this activity.

In addition, the policiesadopted by various countries
both within and outside LAC in response to the
sharp increase in food prices in mid-2008 revealed
the institutional risks involved in a crisis of this
type. The danger of a sudden, substantial increase in
global food insecurity will continue to be present as
long as no progress is made in addressing structural
issues that now limit the growth in the world food
supply, especially in developing countries (low
investments in agriculture and the low productivity
of most producers). This scenario could cause a
resurgence of protectionist policies, as countries try
to safeguard their domestic food supply and national
employment. It would jeopardize the progress in
trade liberalization achieved in the past 25 years,
especially as it relates to inclusion of agriculture in
international agreements and to reaping the benefits
derived from international trade.

It is also important to point out that in future,
agriculture will be facing an increasingly complex
international environment, due to the need to
comply with stricter plant and animal health
standards. The tightening of this type of standards,
with limited national capacities, could restrict the
export potential of many countries in the region.
This is compounded by the increasing importance
of private standards in developed countries,
and especially in the environmental area. These
standards are generally imposed by supermarket
chains to meet the demands of consumers, who

10 More recent information on agricultural and rural public spending is nor available.
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are more and more exacting and concerned about
global environmental problems.

One area in which private standards are taking on
growing importance has to do with the “carbon
footprint” (i.e., the generation of greenhouse gases
throughout the whole production chain). This is
seen in labeling, with information on emissions and
emission certification, and generally is first applied
to food products. Thus it could have important
implications for LAC, where agro exports carry
a great deal of weight in many economies. For
developing countries, initiatives of this type arise
in the context of concerns over climate change and
other related global environmental changes, such
as deforestation. For LAC countries, they have
implications for trade and productive development,
and ultimately for public policies in these areas.

» Agriculture facing challenges
linked to energy supply and

climate change

Energy supply and climate change are the two
challenges that will be increasingly confronting
agriculture in the coming years.
consumption is estimated to increase by 50%
between 2005 and 2030, and the price of oil in
the long run is expected to stabilize at around $70
a barrel (IEA, 2008).

Energy

Given this situation, the higher priority given to
energysupply (biofuel production) oninternational
agendas places agriculture at the center of the
debate. In fact, the increased production of
biofuels was one of the causes of the spike in food
prices in recent years. The debate is heating up,
because in many developed countries, the growing
use of biofuels has been driven by subsidies to both
producers and consumers, and because in many
cases, raw materials also important as food, such

as corn, are used to produce them (FAO, 2008f).
Although the subject of biofuels has lost ground
in the past year, it will undoubtedly return to the
fore, once the world economy recovers and oil

prices go back up.

The region could use this situation to its advantage,
as many of the countries have the potential to
produce biofuels, especially bio-ethanol from cane
sugar, since it is a known technology and the raw
material is produced in virtually all of them. Brazil
is well known for its global leadership in developing
a biofuel industry linked to sugarcane production,
due to the long time span entailed and the
comprehensive nature of the effort."! Moreover, the
debate will certainly arise again around the possible
trade-off between food and biofuel production, and
its implications for the price of food and global
food security.

In fact, the increase in energy demand favors the
biofuel sector, and from 2008 to 2017, production
of both ethanol and biodiesel are projected
to increase substantially, by 5.2% and 06.6%,
respectively,'? driven by the behavior of oil prices
and by the institutional evolution of biofuels (e.g.,
international agreements, creation of a market, and
political support).

The challenge is to invest in the development of
technologies that will significantly improve the
yield in processing raw materials and in the creation
of biofuels capable of using organic agricultural
waste based on more advanced technologies, as well
as in the possibility of producing biofuels from raw
materials that can be grown on land that does not
lend itself to food production.

Climate change is another factor that exacerbates
uncertainty in the agricultural sector, due to the
risks that the change poses for long-term rainfall
and temperature trends, and the increased
incidence of extreme climatic conditions. In

The process has been going on for over 30 years, and has involved the entire production chain, from research and development of varieties suited
to different climate conditions, and improvement of the efficiency of production in its different agricultural and industrial phases, to develop-
ment of the automobile industry. For more detailed information, see: BNDES, CGEE, FAO, ECLAC (2008).

12 According to FAO-OECD (2008) and BNDES, CGEE, FAO, and ECLAC (2008)
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LAC, this subject should be relevant in most
countries, since agriculture is an important sector
throughout the region, and the effects would not
be negative in all cases. For instance, crops that
could gain from this change, such as soybeans in
South America, have been identified in the region,
as have potentially losing crops, such as rice. Also,
the greatest negative impact is expected to occur
in countries located in tropical and subtropical
zones. For these countries, the priority in the area
of climate change and agriculture is adaptation,
although these are usually the countries least
prepared to adapt. (Magrin, et al, 2007).

In a context of increased climate variability many
farmers without insurance are at risk of losing
everything due to extreme events like flooding
or hurricanes. Disaster evaluations carried out by
ECLAC show that agriculture is one of the sectors
hardest-hit by extreme weather-related events.
Agriculture and livestock losses caused by Hurricane
Mitch, for example, which struck Central America
in 1998, accounted for 21% of total losses in
Nicaragua, 39% in El Salvador, 51% in Honduras
and 68% in Guatemala (IICA et.al. 2005)

The trends described above will also have enormous
repercussions on non-agricultural activities, positive
and negative, depending on local circumstances, not
only through the productive linkages of agriculture,
agro-industry and infrastructure and related services,
but also through the consumption of households
depending on income from those activities.

Political awareness about climate change has
increased in recent years but so far government
policies to adapt to the new climate scenario are
scarce. Farmers can adapt to climate change at a
local level by, for example, changing crops or plant
varieties in response to changing precipitation
patterns, using different harvest and planting/
sowing dates or relocating. Those autonomous
adaptations, however, can be environmentally

13 Based on ECLAC (2009a), using information as of May 31, 2009.

counterproductive, especially relocation, if they are
not guided by adaptation policy frameworks that
are multi-sectoral in nature.

Thus, international and national public investment
designed to improve the capacity of agriculture to
adapt is a novel prospect and absolutely essential for
the agricultural and rural sector of the region. Genetic
improvement of traditional varieties and development
and dissemination of new varieties better adapted to
foreseen climate changes, provision of infrastructure
to manage water shortages and surpluses (e.g.,
irrigation and drainage), development of insurance
plans that protect small producers from climate risks,
and early warning systems are some potential areas for
investment that would not only improve the capacity
of agriculture to adapt to climate change, but would
also help make it more competitive. In that case, there
would have to be a significant increase in resources
and projects that would positively coordinate an
environmental and social approach to adaptation
and reduce the mutual effects between agriculture
and climate change, with “traditional” agricultural
and rural investment creating important synergies
for the sustainable development of this activity.
This would undoubtedly make a key contribution
to inclusive development, and not only in the
rural environment.

» Some recent policy responses
to the international crisis™

Various countries have implemented policies
to support the agricultural sector, as part of the
measures to cope with the impact of the international
crisis. The following list is illustrative of the type of
activities developed:

Brazil: $6.47 billion in support to the agricultural
sector, including:  $2.190 billion in advances
by the Bank of Brazil; $2.410 billion increase in

resources banks allocate to the agricultural sector;
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increase in the quota of the compulsory deposit
on rural savings from 65% to 70%, equivalent to
$1.090 billion; use of $220 million in resources
from constitutional funds; $440 million in aid to
agricultural cooperatives; and, allocation of $150
million from the Worker Protection Fund to family
agriculture.

Bolivia: increase in budget allocations, with
agricultural production projects valued at $150
million, equivalent to 8.1% of the budget.

Chile: increase in incentives for forestry and
support for the salmon industry (Decree-Law
701), through credit guarantees granted by the
Production Development Corporation (CORFO)
totaling $120 million.

Guyana: support for the sugar and rice sectors;
increased support to the agricultural sector,
especially through the “Grow More” campaign, the
Agricultural Export Diversification Programme, and
the Rural Enterprise and Agricultural Development
Program; direct intervention in the flour, rice, and
sugar markets through cash transfers to producers
and suppliers and subsidies.

Honduras: measures adopted in 2008 to increase
available productive resources in the agricultural
sector, specifically to guarantee the supply of basic
grains and avoid price speculation; loans of up to
$30 million to agricultural producers; $42 million
in bonds for payment of agrarian arrears and titles
to urban property; $32 million in support for the
social sector of the economy, to finance micro- and
small agricultural enterprises.

Mexico: under ANFEFE, 10% increase in credit
to the rural sector, through Financiera Rural

The Outlook for Agriculture and Rural Development in the Americas

and Fideicomisos Instituidos en Relacién con
la Agricultura (FIRA), up to $5.945 billion. In
addition, to compensate for damages caused by
swine flu, $71 million went to hog farming.

Panama: $17 million allocation to strengthen
the Food Production Program; simplification
of procedures to receive exemption benefits for
essential goods for the agricultural sector; and, tax
exemptions granted.

Paraguay: development of a policy to support
the agricultural sector to reduce the impact of
the drought and insure the 2009/2010 crop.
This includes credits, technical assistance, and
seed distribution; $50 million allocation to the
Financial Development Agency to finance the
crop and exports; establishment of an agricultural
development system and preference margins in
government and municipality contract processes;
application of preference margins of up to 70%
in favor of agricultural products coming from the
family subsistence production system; establishment
of $30 million in lines of credit for 30,000 small
producers (150,000 recipients).

Dominican Republic: increase in financing
granted by the National Housing and Production
Development Bank (BNV) for development of
the sector; subsidies equivalent to 0.17% of GDP;
exemptions granted on advance payment of taxes on
income and assets, and withholding of the income
tax from payments made by the state.

These activities show that the sector was given
important consideration during the current crisis.
Public policies are discussed in greater depth in the
special section, with reference to the problem posed
by increased price volatility.
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Agriculture

Three pending tasks: increase yields, include small-scale farming,

and prepare to deal with climate change

FACTS

The Americas is a powerhouse in production of
grains, oilseeds, and sugar, products that represent
68% of the world's daily calorie consumption. The
United States and Canada account for most of the
production of these items, although Latin America and
the Caribbean (LAC) are increasing their share, thanks
to the contribution of the Southern Cone countries.

In 2007, LAC contributed over 27% of grain
production, and more than 56% of the production of
oilseeds and vegetable oils in the Americas. Despite
this increase, the majority of LAC countries continue to
be highly dependent on imports of these products.

With the exception of the Southern Cone, all the
regions of LAC are net importers of grains; in fact, net
imports of grains in the region have increased at an
average annual rate of 6.7% since 2000.

The subregions of the Caribbean, Central America, the
Andean region, and Mexico, in that order, are highly
dependent on grain imports to supply their domestic
market. In 2007, the share of imports in the domestic
supply fluctuated between 32% (Central America)
and 51% (Caribbean) in vegetable cils, and between
31% (Mexico) and 51% (Central America) in the
case of grains (FAOSTAT).

For sugar, the situation is different, since over 96% of
sugar cane production is concentrated in LAC.

According to FAO-IDB studies (2007), the share
of small and medium-scale agriculture with scarce
assets'® in the sector varies from 27% in Chile to 76%
in Nicaragua, while the share of sectoral employment
ranges from 57% in Chile and Colombia to 77% in
Brazil.'®

o Recent trends

South America leads agricultural
performance in LAC

According to FAO data (2009a), the gross value
of agricultural crops in LAC amounted to $110
billion in 2005, and accounted for 11% of the
value of crop production worldwide. Because of its
vast land areas and its competitiveness in grain and
oilseed production, South America is not only the
subregion with the largest share of crop production
in LAC (80%), but also the area with the largest
growth in the value of its output (22% on average
for 1999-2001), more than 10% over the growth
for the Americas and the world.

The crops that cover the largest area under cultivation
in LAC are, in order of importance, soybeans, corn,
wheat, sugarcane, and dried beans. Of these, soybeans
and corn are the ones with the highest average annual
growth rates in the past 20 years (7.5% and 3.4%,
respectively). In the case of soybeans, 20% of this
increase can be explained by the inclusion of newly
seeded land in the Southern Cone, while the growth
of corn production is attributed exclusively to
increased yields, since the land under cultivation has
remained virtually unchanged.

What is happening with corn is repeated in
grain and oilseed production, since, as a result
of application of technological innovations,
commercial agriculture in the Southern Cone has
managed to achieve yields that have contributed
as much to production increases as in the most
productive regions of the world. However, these
same countries have enormous technology gaps
between large commercial agricultural enterprises
and small-scale agriculture, where many production
systems still use traditional technologies.

14 In general terms, this refers ro subsistence farming, small and medium scale agriculture, and family agriculture, and their different
modalities (subsistence, consolidated, and transitional family farms), according to FAO/IDB (2007).

15 In Brazil, family farms produce over 67% of beans, 84% of yucca, 49% of corn, and 52% of milk; in Colombia, they provide over 30%
of annual crop production, and in Ecuador, they cover 64% of potato production, 85% of onions, 70% of corn, 85% of sweet corn, and

83% of lamb production.
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A different reality—with a much smaller use of
technologies—is seen in agriculture in the Caribbean
countries, Central America, and the Andean region,
as it consists in a mixture between production
of basic grains for domestic consumption and
production of tropical fruits, roots, tubers, and

coffee for export.

Two agricultural realities: the northern
and southern regions vs. the tropical belt

The increase in international prices of agricultural
commodities in 2007 and the first half of 2008 had
highly divergent effects on LAC agriculture. During

Box 6:
Asia: a strong competitor of
the tropical belt in LAC

For 2000-2007, the countries of East and
Southeast Asia increased their citrus production
at average annual rates of 10%, while Central
America was the LAC region that attained the
highest growth rate in citrus production, at less
than 1.5% a year.

In tropical fruit production, the highest growth
region in Asia (East Asia) tripled the growth rate of
the best LAC region (central region).

In vegetables, and in roots and tubers, the Asian
regions doubled the growth rates for the best-
performing regions of LAC.

In citrus fruits, Asia produced 27% of the world
total in 2000, and 39% in 2007. Asia’s increased
share of world citrus production was mainly at
the cost of LAC, which saw its share of the world
market for that product decline by 5%.

this period, prices of grains and oilseeds recorded
the highest growth, while tropical fruits and sugar
increased to a much lesser extent.

The rise in grain and oilseed prices widely benefited
agriculture in the Southern Cone countries, such
as Argentina, Uruguay, and Brazil, where their
agricultural exports underwent a huge price
increase, while the price of their imports of tropical
products did not grow significantly. As a result,
this group of countries improved its agricultural
terms of trade (Tot) and its level of international
monetary reserves (IMR).'

In contrast, Central America, the Caribbean, and
the Andean countries, which make up the tropical
belt, did not benefit from significant increases in the
prices of their primary agricultural exports—tropical
fruits, roots and tubers, coffee, and sugar—and
had to pay much more for their main agricultural
imports, mainly grains and oilseeds. Consequently,
these countries were harmed from the standpoint of
both their agricultural terms of trade and changes in
their international monetary reserves. This in turn
exacerbated access to and the availability of food for
their people.

Biotechnology in the hands of a few

Since biological research is highly complex and
requites enormous investments, the vast majority
of genetic transformation technologies used in
agricultural production are private goodsin the hands
of transnational firms. The scanty participation of
governments in generating and disseminating these
technologies causes a serious problem of access to
them and of their availability on national markets,
which considerably limits any attempts to develop
the potential of small- and medium-scale agriculture
in the region.

Nine of the 25 main producers of genetically
modified crops are located in Latin America
(Argentina, Brazil, Paraguay, Uruguay, Chile,

16 For example, in Argentina, the agricultural 10T increased by over 15% in 2007, while in Brazil, IMR measured in food import months rose

Sfrom 260 to 403 that same year.
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Colombia, Honduras, Mexico, and Bolivia), which
together account for 33% of the land cultivated
with this type of crop in the world (Clive, 2008).
However, within this group of countries, only Brazil,
Mexico, and Argentina have a substantial capacity
to use both modern and conventional technologies
(IFPRI, 2009). Colombia, Chile, Peru, Costa Rica,
and Uruguay have an intermediate capacity to use
conventional and modern biotechnologies, while
the rest of the Central American countries and
Bolivia, Ecuador, Paraguay, and the Dominican
Republic have little or no capacity or facilities for
use of biotechnologies.

Among the main biotechnological crops in the region
are herbicide-tolerant soybean varieties, insect-
resistant (IR) and herbicide-tolerant corn (HT), and
high-lysine corn, and IR and HT cotton.

o Agricultural outlook
Tropical belt most affected by the crisis

Following the increase in international commodity
prices and its differentiated impact on agriculture
in the Southern Cone countries versus the tropical
zone, there is reason to believe that the impact of the
economic recession will be more harmful to tropical
agriculture. This is because demand for exports of
fruits, coffee, roots, tubers, and vegetables is more
responsive to changes in income of the destination
markets, and in the current scenario this income is
reduced by the recession.

However, the final impact of the economic recession
on the demand for agricultural products from the
tropical belt countries will depend on the following
factors, among others:

a) Length of the recession: If it is a short-term
recession and does not allow consumers
to adjust their tastes and preferences to
their reduced income, agricultural exports
of tropical countries will not change

b)

¢

) Box 7:
Tropical belt: the most vulnerable
to climate change

In addition to suffering to a greater extent from the impact
of the economic recession, agriculture in the tropical and
subtropical countries could be more adversely affected
by climate change. (Cline, 2008). Vulnerability to the
effects of dimate change is greater in these tropical coun-
tries because agriculture, like other activities sensitive to
climate change, such as hunting, fishing, and tourism, the
forestry sector, and the like, occupies a more important
place in national production, temperatures are close to
the limit of tolerance of commercial agriculture, and it is
more difficult for these countries to adapt to and mitigate
the impact of climate change, especially due to costs and

institutional shortcomings.

substantially. However, if the recession lasts
a long time and income reductions trigger
substitutes in consumption, agricultural
exports of tropical fruits, roots, tubers, and
coffee will be seriously affected.

Inclusion of tropical products in diets: a growing
awareness of healthful food means that tropical
products, such as bananas, other tropical
fruits, and coffee, are now an integral part of
the dietin the United States and Europe. This
new reality could mean that the anticipated
reduction in income of countries will have less
of an impact on demand for tropical products
in the destination markets.!”

Positioning of agricultural exports of LAC in
niche markets: since niche markets, including
organic products, ethnic markets, and
fair trade, have higher income levels and
differentiated tastes, it is possible that with
the contraction of the economy, the demand
for agricultural products on those markets
will vary to a lesser extent than on other
international markets.

17 Fruits, coffee, roots, tubers, and vegetables have high income elasticities and low price elasticities, in contrast to grains, oilseeds,

and vegetable oils.
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Table 2. Grain Production in Latin America and the Caribbean
(millions of tons)

Wheat Secondary grains Rice (hulls) Total grains
2007 2008 2009 2007 2008 2009 2007 2008 2009 2007 2008 2009

estim. | forecast estim. | forecast estim. | forecast estim. | forecast
LAC 26,8 22,1 230| 1282\ 137,0| 1191 245| 26,5| 27,0 179,5| 1857 1691
Central America 3,6 4,2 3,6| 348| 358| 342 2,5 2,5 2,6| 408| 42,5| 404
and the Caribbean
Mexico 3,6 4,2 36| 304 31,61 29,9 03 0,3 0,3 34,3] 36,1 33,8
South America 23,2 17,9 194 93.4| 10L3 84,8| 22,0 240| 24,4| 138,6| 143,2| 128,7
Argentina 16,3 8,3 11,0 26,6| 27,0 179 151 1:2 1,3| 44,0 36,6] 30,2
Brazil 4,1 6,0 5,1 53,9 61,4 53,7 113 12,1 128| 693 75| 7L3
Colombia 0,0 0,0 0,0 1,8 1,8 1,8 2,4 2,6 2,6 4,2 4.4 4.4

Source: FAO, 2009a.
Estim = estimates.

Grain output will decline, but once
the crisis is over, demand
will remain buoyant

After a record harvest and an increase in the stocks
of grains in the world in 2008/2009, the outlook is
for about a 3.1% reduction in output in 2009.

In LAC, 2009 grain production is estimated to go
down by about 8% from 2008 levels (FAO, 2009a).
Despite the fact that the vast majority of countries
developed programs to increase food production in
2007/2008, various factors, such as reductions in
seeded land (6% less than in 2008) and a prolonged
drought at the end of 2008 in the Southern Cone,
caused yields to decline by 11% in the primary
producing areas.

LAC grain production in 2009 will also be
affected by the intensive rainfall in Guatemala
and Nicaragua at the end of 2008, limited access
to diesel fuel during the sceding season in Bolivia,
widespread competition for farmlands, the upward
trend in prices of the main agricultural inputs, and
the reduction in credit for agriculture.

achieve an

However, rice production will

unprecedented level, with an approximate 3%
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increase over the previous harvest. Thus, anticipated
increases in grain production in Brazil, Bolivia, and
Venezuela could offset the reduced production in
Argentina and Uruguay (FAO, 2009a).

On the demand side, grains and oilseeds will be
less affected by the income decline in destination
markets, which makes it likely that the main
agricultural exports of the Southern Cone countries
will not be affected to a great extent by the economic
recession (IMF, 2009¢).

Uncertainty over the earning capacity

of LAC agricultural producers

stabilize and
subsequently raise once again the international prices
of agricultural raw materials. However, the policy

Economic revitalization  will

measures adopted by countries to stabilize, control,
and reduce domestic price volatility, together with
their international trade policy and local market
defects, could prevent high international prices
from being reflected in national markets.

In addition to not benefiting from the rise in food

prices, agricultural producers could face increased
costs, since a scenario of a sustained increase in

ECLAC - FAO - lICA




the price of fertilizers for the next 3 or 4 years is
foreseeable (FAQ, 2008e). 'This is due to the
pressure of the estimated 2% per annum increase
in world demand for agricultural inputs, such as
fertilizers, herbicides, insecticides, and fungicides,
for the period 2008-2012. LAC will not be the
exception; in this region, the increase in demand is
expected to rise to 3.5% a year for the same period,
according to FAO estimates. This situation could
worsen if the strong reliance on imported fertilizers
facilitates the transmission or pass-through of these
prices to national markets.

However, in the medium and long run, the price of
fertilizers will also depend on the price of oil and
the adoption of new agricultural technologies to
increase the production and efficiency of fertilizers

(including biotechnology).

New international market conditions
will influence the agricultural
performance of LAC

The revitalization of the global economy will
stimulate demand for the principal crops exported
by LAC. On the one hand, global demand for
grains and oilseed, the main exports of the
Southern Cone, will rise thanks to the increased
use of crops for biofuels and to growth in the
production of animal protein. On the other hand,
the demand for tropical products will be boosted
by an increased demand for health products (low
in carbohydrates and fats) and by an increase
in consumption of fruits and vegetables by fast
growing developing countries (primarily China

and India).

Nevertheless, the consolidation of international
markets for tropical products will depend on
the producers’ capacity to meet the required
technical health and quality standards, to establish
traceability mechanisms, and to achieve the
necessary production volumes, among other
things. Otherwise, the tropical countries of LAC
could lose ground to new competitors in fruit and
vegetable markets, especially the Asian countries.

LAC commercial agriculture has successfully
gained a position on world markets, and it
has made substantial contributions to the
world food supply. This agriculture, which is
integrated into international agrifood chains,
could increase its contribution to future
food security even further. But this is not
the only way: small-scale agriculture, with
less access to productive assets, has a great
productive and commercial potential, due to
the fact that it has considerable margins for
increasing its contributions to food security.
If this agriculture were strengthened,
not only would it increase the supply on
national and regional markets, but it would
also increase the income of the rural sector,

thereby improving its access to food.

o Policy recommendations

In times of crisis or economic recession, agriculture
hasacted asa buffer for the economy, not only because
it absorbs a large number of the unemployed in other
sectors, but also because its activity is not reduced to
the same extent as other economic sectors.'s

Nonetheless, this panorama shifts to the negative
if, with the arrival of workers from other sectors,
agricultural production levels fail to increase,
leading to an inevitable process of “redistribution of
poverty.” 'Thus, short-term anti-recession policies
should include improved efficiency and increased
investment in rural areas. Only in this way can
the yield and income of every new worker increase,
thereby enhancing the contribution of agriculture
to the national product.

In the long run, if agriculture is to produce enough
for food and for biofuels, it needs to be given higher
priority on countries agendas. 'This should be
reflected in integral policies that take into account
the heterogencity and diversity of the region. In
this package of integral policies, the policy for the

18 This is due to the fact that agricultural income is the least elastic of all economic activities.
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agricultural sector should be designed to generate
conditions conducive to the development of all
agriculture, including small- and medium-scale
agriculture, which should be granted better access
to public or social goods and support services,
according to its needs. 'This is the only way to
boost the contribution of these small and medium-
sized farmers, who have found their development
potential limited in the past by lack of access to
social goods in agriculture.

To achieve this, policies along the following lines
are recommended:

Promoting access to RGD on the part
of small and medium-sized farming

The next 50 years will see a rise in the need for crops
to feed the population—which will have increased
globally from 6 to 9 billion persons within that
period—and to provide feed for animals and
produce biofuels.

Box 8:
Biotechnologies for small- and
medium-scale agriculture

Biotechnology is not confined exclusively to genetic
transformation technologies.  On the contrary, there
is another line of biotechnologies that do not require
huge investments (e.g, tissue cultivation, seed cleaning,
improvement by molecular markers, etc), that have
proven to have a considerable impact on agricultural pro-
ductivity. However, LAC countries have hardly participated
at all in generating and disseminating these technologies.

A policy to ensure access to and the availability of biotech-
nologies on national markets needs to be developed. Such
a policy should promote the generation of technologies
adapted to each ecological and productive situation and to
different socioeconomic situations, and should indude a le-
gal framework to regulate the activity.

If the region wants to participate actively in the global
supply of food crops while at the same time improving
the socioeconomic conditions of its rural population,
countries should not only improve and increase
agricultural investment, but also promote access to
the results of research and development. The benefits
of the current technological revolution should reach
small agricultural producers and guarantee growth, by
exceeding the limits on the yield of existing varieties
and making maximum use of their genetic potential.
At the same time, democratizing access to R&D
should also offer opportunities to greatly enhance
environmental sustainability, by reducing the use of
agrochemicals and maximizing the natural potential
of plants to combat pests and diseases, thereby
preserving biodiversity.

To achieve this, technological innovations, transfers,
and technical assistance will have to be developed,
based on the needs of small- and medium-scale
producers. To this end, the government, with
the support of the private sector, should develop
alternative technologies for crops such as tubers,
tropical fruits, green vegetables, and other native
varieties.  These products are very important
components in the baskets of tropical countries,
and some of them could be replaced by grains and
cereals that are dominant in diets

Increasing investment in irrigation

Even though LAC has 24% of the agricultural
land in the world, there is a high degree of erosion
and degradation which, together with depletion of
the most fertile lands and the impact of the green
revolution, have considerably reduced the growth
rates of crop yields in the region."”

Irrigation is an alternative for adaptation to a
reduced water supply, and it can also offset the
impact of erosion and degradation. Nonetheless,
the number of new irrigation projects has decreased
and the current systems are relatively inefficient.

19 The rate of growth in per-hectare yields of grains and oilseeds declined by 2% a year from 1970 to 1990, and by 1.1% from 1990 to 2007, and
USDA estimates a 0.8% decline for the 2009-2017 period (Banse, Nowicki y Meijl, 2008).

The Outlook for Agriculture and Rural Development in the Americas

ECLAC - FAO - lICA



To date, improvements in water supply and sani-
tation infrastructure, water resource management,
and development of irrigation and drainage con-
tinue to be inadequate and major shortcomings
persist in management of water for agriculture,
including irrigation.

In order to take advantage of the agro-ecological
potential of LAC, it is essential to manage water
resources with heavy investments in infrastructure,
institutions, and management capacity, which is
extremely weak in developing countries. Moreover,
water resource management projects need to be
formulated and implemented in a way that meets
the needs of small- and medium-scale agriculture,
which has a great potential to increase agtricultural
yield, but lacks its own funds or financing
capacity to make the required investments in
irrigation and drainage.

Solutions for adaptation to the effects
of climate change and other natural risks

The increase in environmental risks affects all
agricultural producers in the region. However,
since many of the small- and medium-scale farms
in the tropical belt of LAC are on extremely
environmentally vulnerable lands and do not have
the resources to carry out projects to mitigate the
effects of climate change and natural risks on their
own, it is critical for governments to implement
urgent comprehensive measures for adaptation of
these lands to climate change.

Efforts are needed to boost agricultural research
to facilitate the adaptation of these countries to
climate change. 'This research should include the
development of varieties resistant to drought and
heat stress, and development of technologies for flood
zones. Locally, drainage and irrigation techniques
are needed to manage excess rainfall and to return
flooded lands to production.

Research should also be undertaken on changes in
farmland management, such as conservation tillage,
agroforestry, and rehabilitation of degraded lands,
among others. In addition, small- and medium-scale

The importance of irrigation technology
is clear, since the crop vyields that can be

obtained with irrigation are more than
double those obtained by dry-farming
(FAO, 2003).

farmers should have mitigation plans thatreduce both
the risk and the probability of crop losses in the wake
of natural disasters (for example, insurance, early
warning systems, or improved forecasting capacity).
In the most extreme cases, some agricultural activities
on land with high environmental risks may have to
be relocated.

Exploiting the potential in production
of biofuel crops

The revitalization of the global economy and
recovery of oil prices will entail increased demand
for agricultural raw materials for production of
biofuels. The role played by LAC in this global
expansion in biofuel production will depend on
the availability of farm land, capital, financing,
technology, management capacity, the size of the
domestic market, and development of a global
biofuel market.

According to FAO and ECLAC studies (e.g., FAO,
2000; Razo et al, 2007a y 2007b), LAC countries
with the greatest potential for expanding area
under cultivation are in the Andean and Southern
Cone regions (Peru, Venezuela, Colombia,
Bolivia, Argentina, and Brazil). However, this
does not necessarily mean that these countries
have potential for biofuel production (Gazzoni,
2008). To confirm their comparative advantages
for biofuel production, the countries must: a)
guarantee legal conditions governing compliance
with contracts and the free flow of capital, with a
view to directing international investment flows
to financing biofuel production; b) promote
multilateral technical cooperation and establish
links with research institutes and/or universities
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that promote development of technology for both
the production and processing of raw materials; ¢)
strengthen management of businesses and decision-
makers in the area of biofuels, to take advantage of
lessons learned from successful processes around the
world; d) promote the growth of domestic biofuel
markets, to ensure the economic sustainability of
the activity; and e) ensure that development of the
biofuel industry does not have a negative impact on
the food security of vulnerable populations.

Integrating small- and medium-scale
agriculture into agrifood chains

In LAC, there is a segment of small- and medium-
scale farmers that sustainably develop natural resources
with agrarian potential, have sufficient agricultural
income to cover their basic needs and reinvest in
their productive units, and have greater access to
technological innovations. However, despite the
fact that they have a great potential for commercial
agriculture, and the possibility not only of reducing
the adverse effects of the economic crisis on the rural
sector, but also of accelerating the economic and social
development of the region, they have limitations
and have not been successful in integrating not
only in international agroindustrial chains but also
in increasingly demanding natonal markets. These
limitations are related to the availability of and access
to basic agricultural support services, and they have
prevented them from complying with purchase
requirements of supermarkets and major processors,
such as quality and safety standards, container and
packaging standards, costs, volumes, consistency,
payment practices, etc.).

Like the rest of the business sector in the region,
agriculture requires infrastructure development to
improve links and transit times between national
and international markets, better access to financial
capital and risk coverage instruments (development
banking, incubation centers for agribusinesses,
guarantees, crop insurance, etc.), as well as the
efficient support of export promoting institutions.

The government and private enterprise must also
join forces to manage technological innovations,
in consideration of the needs of this agricultural
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sector with competitive capacity. This effort should
include formulating and implementing agricultural
health standards and procedures to facilitate
compliance with international standards, promoting
the modernization of agribusinesses, boosting
the development and modernization of domestic
markets, promoting related services to facilitate
value-added in the chain and/or integration into
consolidated agroindustrial chains, and generating
information services for decision-makers.

The creation of these collective goods and support
services to enhance the competitiveness of small
and medium-scale agriculture will lead to an
increase in the local food supply, generate attractive
jobs in rural areas, increase the demand for related
nonagricultural services, and boost development of
new rural enterprises.

Small- and medium-scale agriculture,
rural businesses, traditional technologies,

and food security

The role of small and medium scale farming with
scarce assets needs to be strengthened by creating
rural businesses, reassessing the value of traditional
technology, and improving food security.

Unlike small and medium scale farming with a
commercial potential, the vast majority of small
and medium-sized agricultural enterprises in the
region faces serious limitations in its access to
productive assets and in its management capacity,
among other things. Even though it has low crop
yields in comparison with commercial agriculture,
and in most cases it does not have the capacity on
its own to meet the requirements of international
agroindustrial chains, small- and medium-scale
farming fulfills an important function by ensuring
access to and supplies of food for the rural
population. Moreover, it plays a critical role in
substituting for food imports and in generating
rural income, especially for the poorest sectors.

Policy recommendations for this type of farming

depend primarily on its access to productive land
and on hiring labor.

ECLAC - FAO - lICA



Smalland medium scaleagriculturewith some available
productive land and the possibility of hiring labor
outside the family has the potential to engage in the
intensive production of higher-value differentiated
goods (market niches), that do not require large
economies of scale to produce. According to
Schejtman (2008), in all the successful cases studied
in the region, the common denominator that
determined the ability of this type of agriculture to
occupy market niches had to do with development
of new institutional arrangements, such as hiring
systems, quality standards, rules of conduct that
emphasized responsibility in meeting commitments,
and the performance of rural organizations.

The experience of Spain and Portugal in forming
family farming “clusters” shows the importance
of promoting an association between small and
medium-sized producers (associative enterprises of
small farmers), as a way of increasing production
for the market, managing market
information for decision making, increasing trading

volume

margins in crop sales, improving prices in purchases
of inputs and machinery, and generally improving
their capacity to integrate into local agroindustrial
chains. In addition to associations, the forming of
clusters with the participation of family farmers
requires the government to implement support
policies to develop and modernize domestic markets
and promote rural agroindustries.

On the production front, the yield of traditional
or native crops must be substantially improved,
through the use of basic biotechnologies, such
as micropropagation of plant material, in vitro
reproduction, molecular markers, seed cleaning,
and the like. This would make it possible to
obtain higher production yields from the limited
farm land available.

Small and medium scale agriculture with minimal land
and no possibility of hiring labor: The possibility of
integrating into value chains are very slight, and in
most cases are reduced to the sale of crop surplus on
local markets, although cases have been documented
where, with support, they have managed to export
“native” products to foreign cities where migrants
from these territories have settled (ethnic trade).

In view of their potential in food production,
both for their own consumption and to sell on
local markets, as well as their potential to generate
rural employment (self-employment) and their
importance as a “reducer” of rural poverty, it
is important for these farmers without access
to sufficient productive assets to be targeted by
comprehensive policies that go beyond sectoral
agricultural policies. In addition to improving
their agricultural production capacity, this group of
small farmers needs policies that will enable them
to have greater access to productive resources (land,
water, financing, technical assistance, training,
etc.) and social resources (health, housing, basic
services, and education).

In the short run, policies must first be designed and
implemented to limit the negative effects of the
economic crisis on these small subsistence farmers,
which, if it lasts, could increase their levels of
poverty, malnutrition, and unemployment. To this
end, activities to protect the food and nutritional
security of the most vulnerable populations need
to be developed and implemented.

At the same time, with a view to improving
marketing channels between agricultural producers
and end consumers, the role of local markets should
be strengthened as spaces for trade (local fairs where
goods are sold and traded, local markets, etc.),
while at the same time new circuits for placement
of surplus farm crops should be sought.

In order to boost the value of their products
and their technology, small and medium-scale
agriculture should be targeted in government
product diversification programs that recover the
use of traditional technology, promote agrotourism
and other rural amenities, and encourage the
consumption of traditional foods (such as potatoes,
quinoa, etc.).

» Conclusion

The events of 2007 and 2008 had differentiated
effects on agriculture in LAC, as Southern Cone
countries saw the prices of their agricultural exports
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increase, while the rest of the region experienced a
decline in their agricultural terms of trade.

Although itis true that the global economicrecession
could have a more severe effect on agricultural
exports from the tropical belt, the revitalization of
the global economy will once again boost demand
for farm products exported by LAC. However, this
isno guarantee that the earning power of agricultural
producers will increase. The rise in international
commodity prices may not be reflected in the prices
paid to the producet, because of problems involving
transmission of international prices to local market
and, the heavy reliance on imports in the domestic
supply of fertilizers will exacerbate the situation by
increasing production costs.

32
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The region could benefic from an expansion in
the global demand for food, once economies have
recovered from the recession. But, if LAC wants
to develop its potential to produce food and
biofuels, and contribute to the goals of reducing
and mitigating climate change, it must adopt
comprehensive policies that take into account the
region’s heterogeneity and diversity. In this context,
agricultural sector policy should not only provide
collective and social goods and support services to
increase the competitive advantage of commercial
agriculture, but it should also promote the
inclusion and contribution of small and medium-
scale farming with scarce assets, as it fulfills a key
role today in agricultural production and sectoral
employment in LAC.
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Livestock

There are opportunities for Latin America’s livestock industry
to grow, but not at the cost of the environment.°

The livestock sector contributes 45% of the gross domestic product from agriculture in Latin America and the
Caribbean with an annual value of US$79 billion and represents 13% of total livestock production in the world.
The sector has grown close to 4% annually in recent years, doubling the global average of 29%.

* Livestock includes cattle, pigs, poultry, sheep and other farm animals. Beef and milk production is the most
important in terms of value, accounting for 620% of total regional livestock production. Poultry production (meat
and egg) has also grown in the last decade, and now accounts for 30% of the overall livestock production value,
led by Brazil and Mexico which are among the world's biggest poultry meat and egg producers, respectively. In
third place is pork production with 7%.

« South America is the leading exporter of beef in the world, accounting for 43% of total world beef exports in
2008 led by Brazil (56.1% of the region’s beef exports in 2008), followed by Argentina and Uruguay with
11.7% each, Paraguay with 8.5% and Colombia with 5%. Altogether, those countries account for 93% of total
beef exports from Latin America.

 The main world importers of beef are the United States and Russia, with China growing strongly. Latin America
and the Caribbean accounts for 20% of world imports led by Mexico, Venezuela, Chile and Brazil.

* As for milk exports, Latin America and the Caribbean accounted for just 4.7% of world exports in 2006 but
exports from the region are growing ahead of world exports. Argentina leads this growth with 56% of regional
exports, followed by Uruguay with 18% (2006).

» European countries are the main world importers of dairy products while Latin America and the Caribbean
accounts for 6% of world imports led by Mexico, Brazil and Venezuela.

» The demand for beef products is growing 2.5% annually in Latin America compared to 0.5% in developed
countries. The average Latin American household spends 19% of its budget on meat and dairy products.

+ Land degradation and deforestation is widespread in the region due to ‘extensive’ cattle farming, which is the
predominant system in Latin America, as well as soy bean production in sensitive areas, with huge swathes
of forest deared for those purposes. The livestock sector is the main sector responsible for methane gas
emissions, which contribute to global warming.

» Diseases such as foot and mouth, rabies and new world screwworm are a constant threat to the livestock
industry causing millions of dollars in economic losses. For example, outbreaks of foot and mouth disease
in Argentina and Brazil in 2005 and 2006 resulted in economic losses over US$10 billion. Annual direct and
indirect losses in the region from cattle rabies are US$44 million. Moreover, a 2006 IDB simulation of a potential
avian flu outbreak in the region estimates it would cost US$1.6 billion.

» Zoonotic diseases, transferable from animals to humans, pose a threat to human health. The alarming increase
in the number of such diseases, including A HIN1 flu recently, is of global concern. Some 61% of contagious
diseases come from animals and, of these, 75% are considered emerging diseases.

Given the limited scope of this report, this chapter focuses on beef and dairy production, although some policy options apply ro
livestock production in general.
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o Recent Trends

Between growth and

environmental threats

With its large areas of pastureland, mild climate and
sound use of inputs including foods (grain, soybean)
and fertilizers, Latin America has all the natural

ingredients to be a major livestock producer.

In fact, the region is the world’s leading exporter of
beef and, given world demand projections, exports

Box 9:
Livestock and natural resources

An estimated 70% of pasture in the region is estimated
to be in the process of moderate to severe degradation,
which is reflected in the low production of meat per
hectare and low economic profitability. Moreover, faced
with falling productivity on existing lands, cattle ranchers
could resort to dlearing more hectares of forest,

While developed countries in North America and Eu-
rope have already cleared large areas of their forests,
LAC is in the process of catching up. In LAC, changes
in land use including deforestation account for 46% of
greenhouse gas emissions, compared to 18% in devel-
oped countries.

In addition to deforestation, cattle production contrib-
utes to dimate change through methane emissions.
The Latin American model of extensive production is
particularly inefficent in terms of carbon emissions per
unit of product. In fact, the agriculture-livestock sector
is the second biggest contributor of greenhouse gas
emissions after the power generation sector in most
countries, according to the World Bank's (2008) di-
mate change report.

Climate change also has a negative impact on live-
stock production; for example, it facilitates the spread
of emerging diseases and, due to a reduction in rainfall
in some areas, severe droughts occur and the produc-
tion of pastures and crops needed to feed animals de-
clines.

are expected to continue rising in coming years
creating opportunities for local producers to sell to
new markets and expand market share.

Economic growth and higher incomes are also
driving up domestic demand for beef and other
livestock products. However, the continuing
economic crisis is expected to reduce world demand
for beef as consumers switch to cheaper alternatives
like chicken or pork, which could have an impact
on production in the long-term.

Meanwhile, there are serious concerns about the
impact of livestock production on the environment
including deforestation, land degradation, loss of
biodiversity and greenhouse gas emissions. Cattle
production has huge environmental costs that are
not often factored into the price of steak sold in
North American or European supermarkets.

In North America, the common practice of
‘intensive’ cattle and dairy farming involves
confining animals into feedlots, and feeding them
corn, soybean or other grains. This type of farming
is intensive in the usage of fertilizers and additives,
often polluting the surrounding soil and waterways
with animal waste and chemical run-off.

In LAC, animals eat healthier and live more natural
lives but ‘extensive” farming, as the name suggests,
requires large areas of land for animals to graze.
As a result, the number of cattle produced in the
region per unit of land is very low — an average 0.7
animals per hectare — and could get lower if land
degradation continues unchecked.

Small producers account for more than 60% of
the total production of meat products in LAC
including cattle, poultry and pigs while production
of other animals including rabbits, goats, sheep,
South American camelidae and guinea pigs is also
an important source of food and employment in
many rural communities. However, family farmers
and small producers are more vulnerable to climate
change than commercial producers since they are
usually forced to graze their animals on marginalland
where environmental conditions including water
supplies and pasture quality can be precarious.
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Small livestock producers also tend to be
more exposed than commercial ranches to the
volatility of input costs and international food
prices. For example, the recent increase in input
prices compared to meat prices has reduced the
comparative advantage of livestock production.
Between 2004 and 2008, while average prices of
beef, pork and poultry meat varied by 54%, -9%
and 31% respectively, inputs costs grew by 380%
for beef (mainly pasture fertilizers) and more than

85% for pork and poultry feeds.

Increased risk of disease
Jor small producers

Government-imposed sanitary and trade restrictions
have squeezed cash-strapped small producers that
are forced to comply with international norms in

this regard.

The spread of diseases is a major threat to small
producers unable to afford veterinary attention
or, in many cases, to access public health services
that tend to be precarious in rural areas. In South
America, foot and mouth disease has had the
greatest economic impact on the cattle and pork
industries. It was eliminated from North America
in the 1950s, but not in South America where the
disease is still present. Chile is the only country in
the region free of the disease without vaccination;
Uruguay is free with vaccination while Argentina,
Brazil, Colombia and Peru have free-areas with
and without vaccination. Finally, the disease is
endemic in Ecuador and Venezuela, which have
high rates of annual outbreaks.

Bovine spongiform encephalopathy (BSE), or mad
cow disease, has also caused global concern because
of its economic and commercial impact (US$5
billion in North America) as well as its potential
to be passed from animals to humans. This disease
is not found in LAC yet, but it could arrive with
infected animals or animal products. Prevention
is costly and requires coordination along the
whole cattle production chain. FAO has provided
technical support for veterinary services within the
region since 2002 to help prevent the disease.

Finally, the Highly Pathogenic Avian Influenza
(HPAI) H5N1 strain of ‘avian flu’ has not reached
LAC yet, but even so outbreaks in Asia have increased
monitoring of domesticated and wild birds in the
region. Both poultry and pork sales have been affected
by the recent outbreaks of bird and A HIN1, wrongly

named swine flu, seriously affecting these sectors.

o Livestock outlook

Increased efficiency or productivity
is required to increase
sustainable production

The outlook for livestock production in LAC is
promising due to the rising demand and prices of
animal products worldwide, but the challenge in the
future is how to increase productivity while reducing
greenhouse gas emissions and deforestation.

Although developed countries still consume far more
meat per capita than in the rest of the world, emerging
countries are expected to drive future world demand
growth for meat in the coming decade. Indeed, as
incomes rise, China is expected to become ravenous
for beef. This country represents a huge market: one
kilogram of meat consumption per capita in China is
equivalent to Canada’s current annual production.

It's not yet clear how long it will take countries to
recover from the economic crisis but meat prices are
expected to recover soon. Although agriculture prices
have fallen due to the lower oil price and demand for
beef as consumers substitute cheaper types of meat
such as poultry and pork, prices are not expected to
fall below their 2005 levels. Moreover, once demand
recovers, the price of beefis expected to rise 50% from

its current level by 2017 (OECD-FAQO, 2009).

In the long-term, rising prices for meat should
persuade governments and producers in the region
to increase investment in livestock technology and
innovation. But given environmental concerns and
stricter regulations, producers have to figure out
how to increase productivity per hectare without
clearing more forests or degrading existing pasture.
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Box 10:
Markets will demand
carbon footprints

Complying with international emissions targets is
not the only reason for producers to reduce emis-
sions. In the near future, it is expected that inter-
national markets will demand to know the carbon
footprint of all meat and dairy products, and con-
sumers will prefer those products with the small-
est footprint, which means companies will need
to reduce emissions per unit of product to remain
competitive. Those producers able to reduce their
carbon emissions will likely gain a larger market
share so investments aimed at reducing emissions
are likely to be very profitable in the long-run.

There are opportunities for the livestock industry to
grow, but not at the cost of the environment.

Brazil currently dominates exports from the region
and will likely increase its production in the next
decade, probably by recovering degraded soils and
intensifying beef production in cleared forest land.
With its vast pampas and famous grass-fed beef,
Argentina also has potential to increase exports,
but government intervention in the form of export
taxes makes the outlook there uncertain. Colombia
is a relatively new beef exporter in the region, but it
is expected to gain market share in the future thanks
to its recently obtained status as a Foot and Mouth
disease-free country.

Given the extensive farming system practiced in
LAC, livestock productivity per hectare is below the
world average. But, as demand for exports increase,
livestock productivity must improve for Latin
America to maintain its market share.

The challenge is to increase production without
using more land, especially because competition
with biofuel and basic grains is strong in countries
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like Brazil and Argentina. Moreover, continued
deforestation would only increase greenhouse gas
emissions, potentially becoming a trade barrier
for export if importers start to discriminate based
on a product’s carbon footprint, which is already
happening in some countries.

The technology to increase productivity without
degrading the land exists but the adoption rate
is low in LAC because new technology, usually
developed in the Northern Hemisphere, must
be imported and it must be adapted to local
conditions. In many countries, policies do not
exist to facilitate investment.

On the bright side, the economic crisis could
drive an increase in productivity through the more
efficient use of resources. With less investment
due to the crisis, producers are forced to maintain
production using fewer inputs which means that
when the global economy and demand eventually
recover they will be better positioned to supply
more meat using sustainable methods.

Small-scale livestock production, which is an
important source of employment and food in many
rural areas, is more vulnerable to lower prices and
higher input costs than larger producers. Small-scale
farming also faces competition from large commercial
farms, which usually have better access to more
markets, as well as better biosafety management
capacity and stricter regulation of animal production
practices based on international norms.

Small producers should be better prepared to
manage these pressures but they need government
and private sector support to become more
productive and obtain better access to markets.
Without state programs, small producers
could either be forced out of business, causing
unemployment and potential food shortages in
rural and vulnerable urban areas, or they could
be forced to increase production at the cost of
more deforestation and land degradation. Small
producers need financial incentives and technical
support to survive during the crisis and increase
productivity in an environmentally and socially
sustainable way going forward.
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Sustainability is important given the mounting
pressure on emerging countries and livestock
producers to reduce their greenhouse gas emissions.
Since access to animal products from developing
countries could be affected by new global
environmental agreements, it is important that they
begin to prepare now for this future scenario.

Governments can also help producers reduce
emissions as a way of strengthening their negotiating
position over carbon emissions. The livestock sector,
through methane emissions and deforestation, is the
second major contributor to climate change after
the energy sector in most countries of the region.
But reducing methane emissions and increasing
production without deforestation requires financial
incentives and sustainable public policies.

Protecting livestock from trans-boundary (cross-
border) animal diseases depends very much on
public investment to help producers. This can be
achieved through better coordination between
international animal health organizations and
national veterinary services to stop diseases such
as foot and mouth disease from spreading between
countries, causing a potential sanitary problem and
millions of dollars in economic losses.

International coordination could also help to
control possible outbreaks of new emerging diseases
like the avian flu or A H1N1 flu, which could arrive
anytime and, if not controlled, could spread quickly
within the region due to lax border controls in some
areas. Governments should improve veterinary
services especially for small producers that may
not be able to afford private veterinary services in
isolated areas.

» Policy recommendations

The livestock sector, if properly managed,
can contribute to the environmental
and economic sustainability of rural areas

Latin American countries need an environmentally
and socially responsible policy framework for
animal production and health to reduce the impact

of livestock production on the environment and
improve productivity.

Part of the reason such a framework does not exist is
that governments, producers and consumers are ill-
informed about interactions between livestock and
the environment. In addition, sustainable farming
methods take longer to implement than the short-
term political vision of most governments allows. In
fact, short term political measures to reduce domestic
prices or increase domestic food supplies, such as
taxes on beef exports in Argentina, could have a
detrimental effect on the industry in the long-term.

Governments must accept that sustainable livestock
policies could have a political cost in the short term
because consumers may end up paying more for
meat. That does not mean governments should give
up, rather they should work to make consumers
and producers understand the connection between
livestock production and the environment so they
value meat that is produced in a sustainable way.

It’s a fact that the only contact many inhabitants of
large LAC cities have with livestock is in the meat
section of their local supermarket. Since people are
alienated from their sources of food in general, there
is less awareness and governments tend to neglect
the needs of agriculture and livestock producers. In
addition, the remoteness of livestock production
in many areas, such as the Amazon basin or other
poor rural areas in the region, makes it difhicult,
though not impossible, for governments to enforce
regulations and health standards in these areas.

In developed countries there is a recent surge in
interest in organic farming and consumers are
demanding food that is produced with lower social
and environmental impacts. This means that if
Latin America wants to continue leading the world
in beef exports in coming years, policies are needed
that help producers increase productivity while at
the same time lowering emissions, using available
land more efficiently and improving safety and
quality of food products.

Other countries have already shown it is possible
to increase productivity while reducing negative
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environmental impacts. New Zealand, for
example, has limited land area for farming but
uses sustainable intensive pasture management
techniques and has increased animal density to
an average of three head of cattle per hectare,
more than three times as many as LAC (0.7
heads/hectare) by the strategic and sustainable
use of new technology, fertilizers and improved
feeds. To follow this example, producers in LAC
need stronger institutions, improved access to
new technology, more funding for research, and

sustainable rural development policies.

More Investinent needed in technology,
research and development

Governments can help livestock producers by investing
in research and development through universities and
public institutions. The technology for increasing
productivity exists, but it must be adapted to local
environmental conditions to be used throughout
LAC. To achieve this, public and private resources
should be used for technology development and
technical assistance programs to teach farmers how to
use the technology most efficiently at a local level.

In the past, investment in agriculture has focused
on subsidies in rural areas but this makes farmers
dependent on government assistance. In addidon
to subsidies, public investment should include low-
interest loans and improved access to credit aimed at
small producers as well as help entering new markets.

Governments could also help improve productivity
and reduce environmental impacts simultaneously
by paying producers for environmental services such
as carbon fixation, restoring degraded land, water
conservation and biodiversity.

Carbon fixation projects, which help offset carbon
emissions from livestock production, can include
planting trees on pasture land and planting types
of grass that capture more carbon and feed more
animals. In this way, countries can reduce emissions,
comply with possible future emissions limits and even
participate in the international carbon market, for
example through certifying carbon fixation projects

The Outlook for Agriculture and Rural Development in the Americas

as Clean Development Mechanism (CDM) projects
able to sell carbon credits to foreign companies.

Universities and research institutions in LAC and
other parts of the world have developed a range of
technologies to recover land degraded by livestock
grazing and to facilitate the sustainable intensification
of cattle farming usingintegrated agriculture-livestock-
forestry systems. Latin American governments and
universities should strive to increase international
cooperation in order to facilitate the transfer of
knowledge and expertise in this area.

As regards the use of water, artificial irrigation is
not common in LAC, over 90% of pastureland is
rain fed, but rainwater can be used more efficiently.
This can include building reservoirs to store water,
installing drains to prevent floods, developing grasses
and forage that are more tolerant to droughts, and
using seasonal pasture land management techniques
suitable to specific areas.

Paying farmers to increase biodiversity including
flora, (birth) and micro fauna (soil
microorganism)  would help  prevent
deforestation and soil degradation, whilediversifying
the number of animal products for export or sale in
the domestic market and generating new sources of

fauna
also

income through agri-tourism.

Universities can also play an important role in
livestock productivity through the development of
genetically modified or enhanced animal resources.
Genetically enhanced crops, for example, can reduce
the exposure of producers to climate change and limit
the environmental impacts of the livestock sector.

Governments should support universities by updating
regulations and legislation in line with international
agreements on the use of genetically modified food
and agriculture resources.

Livestock for food security
and poverty reduction

Family and small-scale livestock production are
important for food security, poverty reduction and
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rural development in LAC. Small producers are
especially important in non-exporting countries
where they supply most of the domestic demand
for meat and dairy products.

However, although meat consumption in the region
is growing, it is still much lower than in developed
countries. The participation of meat in the protein
intake oflow-income familiesin developing countries
isjust22% compared to 60% in developed countries.

Public policies aimed at improving nutrition and
food security should focus on small livestock
producers to help them increase productivity and
incomes and allow them to continue supplying a
variety of animal products for consumption in
vulnerable urban and rural communities.

In the short term, small-scale farmers need programs
to help them survive the economic crisis; otherwise
many of them may be forced out of business taking
jobs and food supplies with them.

In the longer term, small producers need access
to markets, which are usually dominated by big
companies. This can be accomplished by facilitating
partnerships or the creation of clusters of producers
to increase their production capacity and negotiating
power. Small producers also need assistance to access
niche markets in developed countries directly rather
than through intermediaries, especially niches for
gourmet products made from native species.

To access new markets and boost productivity,
producers need access to information and
technology which they could obtain in exchange for
environmental services, as mentioned above.

Efforts to coordinate disease

control among small producers

Funding and support for veterinary services is
needed to prevent diseases and control outbreaks
if they occur. Veterinary services should coordinate
with public health services to better prepare for
health emergencies and coordinate in the event
of outbreaks of diseases such as BSE, new world

Y Box 11:

~ International cooperation to face
the Avian Influenza (HPAI)
H5N1 epidemic

At the time this report was published, the American
continent was free from HPAI-H5N1. However, since
its first outbreak at the end of 2003, the disease has
spread quickly to more than 60 countries in Asia,
the Near East, Europe and Africa, accompanied by
mounting concern as 262 people have died and di-
rect losses are dose to US$10 billion in Asia alone.
Faced with this threat, several Latin American coun-
tries have asked for FAO emergency technical assis-
tance to prevent possible outbreaks of the disease.
In May 2006, the FAO answered their demands
by approving four regional projects involving all 33
countries in the region. The projects strengthened
veterinary services through direct technical assis-
tance, laboratory equipment and staff training. The
training approach was adopted to benefit as many
public and private veterinary staff as possible at the
country level.

The FAQ's response has been well coordinated and
integrated with other international agencies such as
OIE, PAHO, OIRSA and IICA. The benefits of the train-
ing process were demonstrated during the recent
influenza A HIN1 pandemic as veterinary services
were able to monitor and control the transfer of the
disease from swine to humans.

screwworm and avian flu, which can be transferred
from animals to humans.

Large commercial ranchers also have an interest
in ensuring that small producers have access to
veterinary services because one infected animal
can infect hundreds of others and affect the whole
industry if not detected in time.

Better coordination is also needed at a regional
level in the Southern Cone, the Andean countries,
Central America and the Caribbean, to control
animal diseases and prevent them spreading to
other regions. Although regional agreements exist,
a lack of political will means they are often not
implemented properly.
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International cooperation can also play an important
role in the sustainable management of the livestock
industry.  International agreements exist on
biodiversity, genetic resources, animal health, climate
change, water and desertification amongst others but

these need to be implemented at a local level.

International organizations can help by facilitating
cooperation between countries and the exchange of
information between local research and technology
institutions. FAQO, for example, has developed
the technical and operating capacity to support
governments in making decisions about the major
challenges facing the livestock sector with an
emphasis on developing countries.

» Conclusion

The growth of Latin America’s livestock industry is
based on exports, but domestic demand for animal
products is also expected to rise. The small-scale
production of livestock provides jobs and food
security to millions in the region, but it needs to be
strengthened. The livestockindustry is unsustainable
in the long-term if productivity cannot be increased
without negative environmental consequences.

The Outlook for Agriculture and Rural Development in the Americas

To increase productivity in a sustainable way,
producers need policies that reward sustainable
land use, water conservation, biodiversity and
emissions reductions as well as better animal
health to prevent zoonoses.

Soft loans are required to let commercial producers
recover degraded land, create integrated sustainable
agro-forestry-livestock  systems  and  improve
productivity. Small producers, in particular, need
access to financing and technologies that help them
improve productivity on existing land without being
obliged to clear new land for grazing.

These policies could lay the groundwork for a
sustainable and profitable livestock industry in the
long-term but they require political will, strong
institutions and cooperation between ministries,
researchinstitutions, non-governmental organizations

and other stakeholders.

LACs livestock industry has an opportunity to grow
to meet world demand, but increasing productivity
should not be at the cost of the environment.
The technology and skills exist to do this, but
governments must invest more in the right areas and
implement integrated agriculture-environment-rural
development policies.
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Capture fishing and aquaculture

The region presents comparative advantages in aquaculture
and the sector has the potential to grow more rapidly than the
global average, but the industry faces important challenges?'.

FACTS

Protein from fish and aguaculture products represents almost 20% of the total animal protein consumed
by some 2.6 billion people worldwide.

In Latin America the annual per capita supply of fish products averaged 13.6kg in 2005, varying from
less than Tkg in the Bolivian plateau to more than 20kg in some parts of the Caribbean. This is slightly
lower than the average global annual fish supply of 16.4 kg per capita (FAO, 2008).

Production and export is led by industrial fishing and aquaculture entities owned by private consortia.
These organizations rely on integrated production processes and well established commercialization
chains.

In the last 15 years, the proportion of global fish stocks overexploited or at their maximum production
has remained stable. Of total fish production worldwide, 75% is destined for human consumption while
the remaining 25% has other uses not directly related to consumption such as fertilizer or fishmeal.

As far as capture fisheries are concerned, Latin America has two countries (Peru and Chile) among the
top ten producing countries of the world, with 7% and 4.2% of the global total fish production by volume
respectively. The anchovy and sardine fisheries are the main contributors in these two countries.

Small-scale fishing continues to contribute to rural development as a source of food, jobs and income.
There are around 2 million small-scale fishers in Latin America with annual estimated production of 2.5
million tons valued at US$3 billion.

On a global scale, aquaculture continues to be the fastest growing food sector with annual growth
averaging 8.8% since 1970. By comparison, capture fisheries production (marine and freshwater) in the
same period grew 1.2% on average (FAO, 2008).

Aguaculture in Latin America grew an average 22% annually between 1970 and 2006, making it the
region with the highest growth worldwide (though it only contributes 3% of global production). Mexico
and Guatemala are in the top 10 list of countries with highest growth in aquaculture, but 80% of the
production in the region comes from Chile, Brazil Mexico and Ecuador mainly through aquaculture of
salmon, shrimp and tilapia.

Salmon has overtaken shrimp as the top aquaculture species in Latin America as a result of the rapid
growth in salmon production in Chile. However, Chilean salmon farms have been hit by severe disease
outbreaks in the last few years, which are expected to cause a reduction in production between 30%
and 50% in 2008 and 2009.

21 The lack of statistics about fishing and aquaculture in many Latin American countries makes it difficulr wo generalize
across the region, but some trends can be seen emerging.
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Recent trends

Commercial aquaculture has
bigh dynamism but negative
environmental impact

Capture fisheries have been an important source
of food and income in rural areas of LAC since
ancient times and they are closely linked to rural
development. Aquaculture, in its modern concept,
was first introduced in the region in the late 1960s
aimed at providing rural communities with high
quality protein at an affordable price through
household fishponds. Since then, through the
adoption of a business vision, export oriented
aquaculture has expanded quickly and has become
an important source of income in many countries.
Capture fishingand aquaculture generally contribute
positively to rural development, but in some cases
the impact has not been as good as expected.

Capture small-scale
(artisanal) ocean fishing, freshwater fishing and
commercial (industrial) ocean fishing. Aquaculture

fishing activities include

activities are basically divided into small-scale
aquaculture (usually in freshwater ponds) and
commercial aquaculture (usually in closed water

systems, raceways or open water cages in lakes,
reservoirs or the ocean).

Traditional artisanal fisheries have a direct impact
on rural development by employing fishers and
feeding their families. But the arrival of commercial
aquaculture operations in the last 30 years has had
an important impact on rural development through
increasing employment and technology transfer in
rural communities. However, without corporate
social  responsibility,  industrial  aquaculture
operations can have little or no impact on nearby
rural communities, because capital intensive fish
factories employ few local workers, import seed and
feed and export their fish to other countries, often
giving little back to the community.

During the last few years, commercial aquaculture
has in Chile, Brazil, Ecuador and

Mexico, which specialize in salmon, shrimp and

increased

tilapia (see graph). Those products are cultivated
using technologies that allow farmers to intensify
production in a more efficientway and, if responsibly
adopted, have a big potential to contribute to rural
development in the Latin American and Caribbean
region, given the vast areas with suitable conditions
for growing fish products. Many of those areas are

Figure 3. Aquaculture production in LAC 2007.
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not suitable for agriculture. Therefore aquaculture
allows the enhancement of production capacity in
marginal areas with low or very low agricultural
productivity and employment opportunities.

Some positive impacts of aquaculture in the region
have included settlement in rural areas, limiting
net migration to urban areas or other countries,
formal employment and higher incomes as well
as better education and training for local workers
and their families. But there is a down side. Large-
scale aquaculture operations are dependent on
export markets, increasing employment uncertainty
during low demand or low price periods, and are
not sustainable without responsible management of
environmental risks.

The increase in the intensity of aquaculture
methods in some countries like Chile and Ecuador
has surpassed the maximum biological capacity of
ecosystems and the tolerance of some organisms
to living in high density. This has resulted in
disease outbreaks with negative economic and
environmental consequences. Both countries have
recently suffered from outbreaks of viral infections
amongst farmed salmon and shrimp respectively.
In Chile, for example, a disease outbreak affecting
salmon farms produced a very high mortality rate,
forcing companies to let go thousands of workers.
This outbreak has hurt aquaculture companies at
the same time as they are facing lower demand in
export markets as a result of the financial crisis.

The small-scale fisheries sector is growing,
but lacks political and institutional support

Small-scale fisheries are an important source of
income for many rural communities but the public
policies aimed at supporting these activities tend to
be scarce, obsolete or ineffective.

During the past decade, fishers in LAC have
increased efficiency and productivity. In some
places fishers have organized into clusters or
cooperatives to manage the processing, packaging
and sale of their products. Women are also playing

Box 12:

From Sisal fiber to fishing: An ex-
ample of how an employment crisis
and the resulting migration to coastal
areas impacts fishing

For more than a century the production of sisal fibers
in the Yucatan, Mexico, sustained both rural and urban
economies of the region. Suddenly, during the 1970s,
the introduction of synthetic fibers derived from petro-
leumn, replaced sisal used to make ropes, sacks, carpets
and many other goods.

In rural areas of the Yucatan, before the invention and
commercialization of synthetic fibers, more than 40% of
the available jobs were linked to the sisal production and
processing chain. The collapse of the industry caused
thousands of rural farmers to lose their livelihoods.

Torespond to this crisis, the local government introduced
a subsidy for families of farmers who lost their jobs in
the sisal plantations. This subsidy was maintained until
the early 1990s. Once the subsidies ended, however,
hundreds of former agricultural farmers abandoned their
hometowns and migrated to coastal areas looking for
better opportunities; many of them became improvised
fishermen. The problem is that the original population of
artisanal fishers was in balance with the available fishing
resources of Yucatan's coastal region. Migrant rural farm-
ers put added pressure on fish resources by increasing
fishing. This phenomenon indirectly affected the liveli-
hoods of traditional farmers and, at the same time, the
income generated by fishing activities for newcomers
was not enough to ensure a decent standard of living.

an important role in small-scale fisheries and
processing plants, though their role often goes
unrecognized by governments. Despite the growth
in small-scale fisheries, however, there is a lack of
specific legislation for this type of fishing and a low

level of compliance with environmental norms.
Policies have generally failed to control the

development of sustainable small-scale fisheries
with the result that fishing stocks in many

A Perspective on Latin America and the Caribbean



M}

coastal areas have been overexploited, leading
to unemployment and poverty when fisheries
resources collapse. Furthermore, many coastal
communities in Mexico, Ecuador and Brazil have
developed rural aquaculture with government
support. For many of these communities,
exporting shrimp (Mexico, Ecuador) and tilapia
(Brazil, Honduras, Costa Rica) has become the
main economic activity. However,
between aquaculture and capture fisheries over

conflicts

water use and access to resources in some areas
remain unresolved.

Environmental costs are linked to
irresponsible aquaculture and fisheries

Over fishing and lack of regulation can contribute
to the depletion of fish resources in coastal areas
and inland waters. Economically depressed
coastal areas often have suitable conditions for
the development of large-scale aquaculture and
many countries have designed specific policies to
support this kind of scheme to create many jobs
quickly, even if they are only temporary. But this
kind of aquaculture must be managed in a socially
and environmentally responsible manner, to
prevent serious environmental, social, economic,
and health costs for rural communities.

In terms of the environmental costs, fish feed
often contains antibiotics and other drugs that
should be regulated in terms of quantity and
quality. Excess feed and feces that smother the
ocean floor beneath and around net cages can
cause significant damage to the natural habitat.
The transfer of diseases from farms to the marine
environment is also a serious concern.

As for fisheries, there
techniques that are banned or questioned in many
countries or at international level. For example,

are several capture

some fishing equipment such as “sweeping nets”
severely damages the ocean floor. Such equipment
has been banned in many countries, although
there is still strong pressure from industrialized
fishing companies to continue using them.

The Outlook for Agriculture and Rural Development in the Americas

Limited access to technologies
and markets for small-scale aquaculture

The development of large-scale aquaculture projects
in rural areas has brought technological benefits
(e.g. in Chile and Ecuador) by giving workers and
their families access to communications technology
like the Internet and cellular phones. Other positive
impacts of industrial aquaculture and fisheries in
rural areas include the education of workers about
food safety and hygiene practices used in food
processing operations. Workers pass these good
hygiene and safety practices on to their families and
the wider community.

But new technology is not widely accessible to small-
scale farmers who, with limited resources, may be
unable to buy inputs, thus maintaining their relatively
less competitive position in the sector. Moreover,
small-scale producers are often unaware of food
safety standards required by export markets or these
are too expensive and complicated to implement,
which makes it almost impossible for them to enter
into high value markets.

» Aquaculture and Fishery Outlook

Aquaculture in LAC is growing faster
than the global average

LAC’s comparative advantages in terms of fisheries
and aquaculture include its vast water and land
resources, also available in areas barely suitable
for agriculture; climate diversity with conditions
suitable for the production of several species and the
availability of inputs for the production of relatively
inexpensive fishmeal. Given these advantages,
aquaculture in LAC should continue to grow at
a higher rate than the global average. Growing
demand and the tendency of food prices to rise in
the long-term should stimulate fisheries activities
throughout the region.

But the industry faces a number of challenges
including: rising prices for feed and energy, climate
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change, overexploitation of fish stocks and lack of
access to technology and markets. Governments
need to address these challenges to ensure that
fisheries activities are sustainable.

In Latin America and the Caribbean, the projected
fish consumption by 2015 will be 20% higher than
in 2005 (1 — 1.2 million tons more per year) due
to population growth and increased per capita
consumption, which is expected to rise to 9.2
Kg annually from 8.7 Kg in 2005. The 60% of
consumption increase will be due to population
growth while the per capita consumption will reach

9.2 Kg from 8.7 Kg in 2005.

A special mention should be made of the
opportunities  for  urban-based  aquaculture
enterprises to become a particularly dynamic sub-
sector, since their proximity to a rapidly growing
market could stimulate investments in modern
aquaculture. This is particularly true for countries
such as Nicaragua, where recent aquaculture
development plans are oriented towards stimulating
urban aquaculture farms.

Rising feed prices are a challenge
Sor fish producers, but demand

Jor fish products is growing

The trend of rising prices for food products globally
represents an opportunity but also a challenge for
fish producers. Although higher prices and increased
demand should stimulate production of fish products,
higher prices for energy and feed will increase costs
especially for energy-intensive aquaculture and
processing operations. Moreover, the high dependency
of commercial aquaculture feeds on fishmeal as the
main source of protein puts added pressure on the
natural fish populaton providing the raw material.
Increased demand for fishmeal also lifts prices and
boosts production costs for small-scale producers that
may not be able to afford higher prices.

Aquaculture companies have already been hurt
by higher feed prices, disease outbreaks and lower
demand for exports as a result of the financial crisis.
Many of these companies have been forced to lay

off workers to survive. This trend of increasing
input prices and production risks will continue in
the medium and long-term, driven by uncertainty
in the supply of basic grain and other inputs due to
the impact of climate change on crops.

On the positive side, higher feed prices are forcing
companies to grow more inputs such as grain
locally instead of importing feed from abroad,
which creates jobs in impoverished rural areas. For
example, this is the case with lupin seed mainly
grown in Argentina which is sold to feed mills as
a partial substitute for fishmeal. The integration of
agriculture and aquaculture will likely continue to
be a key element for rural development in Latin
America and the Caribbean.

Small-scale aquaculture also faces rising costs
of feed, as well as more serious problems in the
long term, such as: the lack of management skills
to make decisions in times of market volatility
or production problems; lack of good quality
fingerlings; lack of technologies; and stricter global
food safety standards that are difficult for them and

for artisanal fishers to meet.

Demand for some products has also fallen in recent
months due to economic constraints in foreign
markets, but global demand is projected to grow
in the long-term due to population growth and
changing patterns of consumption.

Productivity of tropical ocean fishing
could decrease because

of Climate Change

An important challenge facing the fishing industry
globally is climate change. The impact is not limited
to LAC and may be positive or negative depending
on where fishing activities are and how species
react to temperature changes in the ocean. Overall,
climate change will result in changes in production,
commercialization and transport costs, changes in
prices for fishery and aquaculture products, and
increased risk of damage to infrastructure, tools and
housing. This is particularly relevant to coastal areas
and insular countries such as those in the Caribbean.
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In terms of physical and biological impacts,
climate change is modifying the distribution of
marine and freshwater species. In general, warmer-
water species will continue to be displaced towards
the poles and experience changes in habitat size
and productivity.

In a warmed world, ecosystem productivity is likely
to decline in lower latitudes (i.e. most tropical and
subtropical oceans, scas and lakes for example in
Brazil and the Caribbean) and increase in higher
latitudes (for example Chile and Argentina). Increased
temperatures will also affect fish physiological
processes, resulting in both positive and negative
effects on fisheries and aquaculture systems.

Fishing-dependent rural communities may also
face increased vulnerability in terms of less stable
livelihoods, decreases in the availability and/or quality
of fish for food, and risks to their own health if, for
example, fishing under harsh weather conditions or
farther from their home base (FAQ, 2009).

Opportunity for biodiversity

to open niche markets

The expansion of the aquaculture sector will
continue to be strongly linked to salmon, shrimp
and tilapia farming. But there is an opportunity for
native species, particularly in the Amazon basin, to
obtain a greater market share, provided that their
culture technology is fully developed and market

niches are created.

» Policy recommendations

Policies should consider the impact
of aquaculture and fisheries

on rural development

Many of the problems with fishing in rural areas
stem from a political vision that fails to integrate
fishing and aquaculture with other aspects of rural
development. Fishing and aquaculture are often
seen as separate from their impact on poverty

The Outlook for Agriculture and Rural Development in the Americas

reduction, job creation and protection of natural
resources, all of which must be considered to ensure
the long-term sustainability of the industry (see
FAO ecosystems approach).

Except  for
aquaculture companies contribute little to growth
in rural communities and, if not properly regulated

temporary employment, some

or integrated into the territory, they could even
have a negative impact. In contrast, some socially-
responsible aquaculture and fishing companies
are showing how these sectors can contribute to
employment, social security and in situ capacity
building in rural communities.

Policy options should stimulate the adoption of
socially and environmentally responsible codes of
conduct, such as the FAO’s Code of Conduct for
Responsible Fisheries. For this reason, governments
mustimplement policies that protect the environment
and rural communities from the impacts of large-
scale aquaculture. This should include studying the
biological density capacity of aquaculture projects to
ensure environmental sustainability.

Good management practices for large-scale
aquaculture include adequate site selection (assessing
the carrying capacity of a cage site for example, to
determine the maximum allowable tonnage of fish to
be produced); adequate environmental management
of the farm; limiting the use of antibiotics and other

drugs; and using non-polluting feeds, among others.

Small-scale fisheries can also be damaging for long-
term growth if unregulated, but they have a more
direct impact on rural development by providing
stable employment and a source of food. The first
priority of governments, therefore, should be to
protect the livelihoods of fishers and their families
from the current economic downturn.

To ensure that small-scale fisheries are sustainable in
the long term, programs are needed that give fishers
new skills, technology, soft loans, infrastructure
and gender balance. It is important that sector
specific public policies focus on allowing fishers
and their families to be self-sufficient and economic
sustainable.
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The FAO, for example, has implemented a
sustainable aquaculture program in Africa based
on experiences in different parts of the world to
support the livelihoods of small scale producers,
which, if adapted and implemented in LAC, could

have an important impact on rural development.

This program, in line with the Millennium
Development Goals, is based on recognizing
the importance of small-scale aquaculture farms
in economic development, social relationships
and the environment. The program focuses
on skills creation to fight poverty and lead to
sustainable development in the long-term while
also strengthening health, literacy, education
and training.

Aquaculture can readily integrate with traditional
agricultural systems in rural areas. Although this
is an ancient practice in Asia, it has only recently
been adopted by small-scale agricultural farmers in
LAC. Integrated aquaculture/agriculture/animal
husbandry systems are employed in Mexico and
Central America. For example, the production of
fowl in fish ponds fertilizes fishponds and water
from the ponds is enriched and used for irrigation
ofagricultural crops, thereby increasingagricultural
productivity and local food production.

Skills creation vs. dependency

Rural policies in the past have often been motivated
by short-term political needs, leading to quick-fix
solutions like cash transfers or subsidies. However,
these often make fishers in rural areas dependent on
subsidies instead of creating skills and promoting
sustainable development.

Policies with a long-term vision should focus on
small-scale fisheries in rural areas to stimulate
in situ capacity building aimed at integrating
fishers into food production chains that produce
more economic and technological benefits for
their communities. Policies are needed to help
fishers and aqua culturists become economically
independent to ensure sustainability and a
commercial focus.

Better research and regulation
for sustainable development

Many policy instruments aimed at the sustainable
development or management of fisheries and
aquaculture gradually being developed
worldwide. These range from the so called ‘soft
laws' such as ‘best management practices codes
voluntarily adopted by local fishers and farmers, to
internationally-adopted regulatory frameworks for

are

the sustainable use of fisheries resources. Countries
of the region should carry out a diagnosis of the
current state of both their fisheries and aquaculture
sectors as a basis for creating national strategies
focused on small-scale, resource-scarce, rural fishers
and aqua culturists.

Fisheries and aquaculture are often included
in general agricultural legal and institutional
frameworks. Given the differences in the nature
of these economic activities and their complexity,
governments should promote the creation of
specific legislation and institutional frameworks for
the fisheries and aquaculture sectors.

Policy instruments aimed at the full integration of
small-scale fishers/farmers in production and value
chains are necessary to let this sub-sector achieve self-
sufficiency. As a first step, they should be included
in national agricultural censuses, strengthening
their organization and creating specific programs to
link large-scale producers with rural producers.

New technology schemes between fisheries and
aquaculture can have positive and negative effects
that need careful consideration and strict regulatory
frameworks. In the case of aquaculture-based
fisheries, for example, tilapia and carp reservoir-
based fisheries in Mexico and Cuba use hatchery-
reared fingerlings. In this case, the effect is positive
as regular replenishment of fish stocks makes the
fishery sustainable. On the other hand, fishery-
based aquaculture, for example, tuna fish fattening
of wild-caught juveniles in ocean cages in Mexico,
can have a negative impact on wild stocks if not
managed properly. Therefore, efforts must be
made to encourage strengthen research and the
development of technology that can be applied in
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a scientifically controlled and environmentally
sustainable manner to the complete production
cycle. Aquaculture, if properly managed, does not
have to be harmful for the environment and, in the
near future, could help to replenish and regenerate
species that are in danger of extinction, as is the
case already with land animals.

For the analysis and design of strategies for
aquaculture in a new county or region, FAO
has proposed the ecosystem approach. This
approach includes considering the costs and
benefits of aquaculture from the environmental,
social and economic point of view, to ensure
its sustainability.

Agriculture-aquaculture integration is an effective
productive system able to positively impact the
economy of the rural family, provided it is part
of an overall sustainable economic framework.
Such integration would enhance agricultural
productivity and, at the same time, reduce
the environmental impacts with aquaculture
waste becoming an agricultural fertilizer rather
than a pollutant.

There are also some lessons to be learned from the
recent disease outbreaks and stock depletion in the
region. Firstly, fisheries and aquaculture activities
must be regulated to prevent environmental
problems and overexploitation. In countries where
regulations exist, they are not always enforced
which means environmental problems can become
unsustainable and in some cases irreversible.
This has a negative impact on rural employment
and the environment.

Even if the magnitude of the environmental impact
is directly related to the size and intensity of the
production centre, the overall effects of many
small scale units can have the same effect as a big
industrial plant. Aquaculture and capture fishing
can provide employment and food in rural areas in
the long-term, but governments must implement
policies that support sustainable fisheries activities.
Policies must not be limited to subsidies in times
of crisis, but must increase access to productive
assets, skills training and technology.

The Outlook for Agriculture and Rural Development in the Americas

Globalization opens a gap

in competitiveness for rural producers

In a globalized world in which international
markets demand high food safety standards, it is
difficult for small-scale producers to comply with
these standards because they lack basic resources
and knowledge. Adhering to food safety standards
can be costly for small companies or individuals,
but local institutions can help them obtain
quality certifications like HACCP or ISO and
implement traceability.

Even with these certifications though, it can be hard
for rural producers to compete in export markets
that demand low prices and high volumes. One
option is to organize into clusters or cooperatives
of fishers. This model has been successful in
countries like Spain and France and is going to
be implemented in Chile, Mexico and Brazil.
Clusters can take advantage of economies of scale
in production and the cost of inputs such as feed
and seed can be reduced by bulk purchases.

Promote exchange of technology
and know-how

Although most of the research and development
in fishing and aquaculture technology takes
place in the Northern Hemisphere, most of the
opportunities for growth in both sectors are in
Southern Hemisphere countries. Governments
should work to increase North-South cooperation
and cooperation among the countries of LAC to
share technology and know-how.

In addition, governments and local entrepreneurs
should promote the creation of aquaculture and
fishing research centers in their own countries to
develop local scientific expertise and create business
opportunities in the future.

An example of potentially beneficial technology
transfer could be the land-based aquaculture systems
in artificial ponds or hydroelectric reservoirs, an
important source of income and food in Mexico,

Cuba and Brazil. This type of aquaculture,
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if managed properly (i.e. correct species are
selected and biosafety procedures are adopted), is
environmental friendly and can be implemented in
other LAC countries. Before land-based aquaculture
is implemented however, a comprehensive analysis
of possible impacts is needed as well as a careful
selection of species and production systems.

Finally, workers in fisheries activities need skills
training to use and maintain new technology
necessary to improve the

Governments should promote

competitiveness.

skills  training
through the provision of scholarships for students
to study abroad in countries where the sector is
more advanced as well as bringing foreign experts
to local universities and institutions. Governments
should make education a priority and a vehicle of
development in rural areas.

o Conclusion

Small scale aquaculture and fisheries currently
provide employment and food security in the rural
areas of many countries in LAC. This happens
despite a lack of economic and technological
resources, tailored regulatory frameworks able to
deal with the new environmental challenges, and
policies focused on promoting skills development
for producers in rural communities.

To promote the sector’s development, governments
must help small producers strengthen their
competitiveness, technological development and
access to food production chains and markets. Only
with this kind of public support will producers be
able to achieve economic sustainability and self-

sufficiency as well as a better quality of life.
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Forestry

Latin America and the Caribbean’s forestry sector stands tall

) FACTS

A forest region. As of 2005, Latin America
and the Caribbean (LAC) had an estimated
924 million hectares of forests, representing
46% of its total land area. However, this is
the region of the world with the worst loss
of forest cover.

GDP contribution. The contribution of

forests as a percentage of GDP is notoriously
difficult to calculate but forestry in South
America contributes around 1.9% of GDP,
one of the highest rates in the world.

Forest livelihood. Forests are fundamental
for rural development and, in LAC, have
great potential to improve rural livelihoods
and reduce poverty.

o Recent trends

Forestryfs’ economic contribution

is underestimated

The economic contribution of the forestry sector
to the regional economy is still a matter of de-
bate. For this reason, the FAO’s Forest Commis-
sion for LAC launched a regional study to bet-
ter understand the overall impact of the forestry
sector’s contribution to Gross Domestic Product
(GDP). According to FAO (2009), the output of
LAC’s forest sector - including forestry, logging,
wood products, pulp and paper - reached US$40.2
billion in 2006, accounting for 1.9% of regional
GDP as compared to a world average of 1.0%. In
South America alone, the figure reached 2.1%, the
highest for any region except West Africa (2.2%).

The report estimates that, in 2006, the forestry sec-
tor accounted for 0.7% of total employment in
LAC (some 1.5 million jobs). In Brazil and Chile,
the figure reached 1.2%, while the highest in the re-
gion are Belize (2.6%), Suriname (2.2%) and Guy-
ana (1.9%). LAC’s forests are key international sup-
pliers of wood products. With total forestry exports
of US$ 16 billion in 2005, and US$ 23 billion in
2007 the region accounted for 13% of world output
of industrial round wood, 10% of sawn wood and
8% of wood pulp (led by Brazil and Chile). Spe-
cial mention should be made of Uruguay where the
forestry sector has been especially dynamic during
the last 25 years. In that period Uruguay’s planted
forest area grew from 50,000 to 900,000 hectares.
Nowadays, the country exports more than US$1
billion a year in forestry products.

Between 2005 and 2007, LAC wood pulp ex-
ports increased as producers brought new mills
on-stream to process maturing plantations and, by
2007, LAC countries, which produce mainly for
export, accounted for 10% of world output. How-
ever, since mid-2008, there has been a sustained
drop in pulp prices while exports of other wood
products, including higher value-added manufac-
tured goods, dropped as the U.S. housing market
weakened in the wake of the subprime mortgage
and economic crisis.

Non-wood forestry products, such as plants for
medicinal or cosmetic uses, fruits, essential oils,
resins and edible nuts, have traditionally been
exploited by indigenous communities, either for
their own use or for sale. However, much of this
trade takes places informally and its value is, there-
fore, difficult to estimate.

The figures in the FAO study almost certainly un-

derestimate the forestry sector’s economic contri-
bution, due to the different ways countries classify
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forestry products and to the fact they do not in-
corporate either the informal sector, as mentioned
for non-wood products, or the positive externali-
ties of forests such as protection of water sources
and conservation of biodiversity. This apparently
small economic contribution helps to explain why
the forest sector is often a low priority for policy-
makers. Indeed, in national accounts, forestry is
often considered simply just another branch of ag-
riculture, despite its different needs and sometimes
conflicting interests. A number of countries have,
however, begun to review their forestry sectors in a

bid to remedy this problem.

Environment: LAC responsible
Jor 65% of global net loss of forest cover

According to the 2005 Global Forest Resources
Assessment, a five-yearly survey by FAO, LAC
had 912 million hectares of natural forests and 12
million ha of plantations. This represented 47.7% of

the region’s total land area (as compared to a global
average of 30%) and 23% of the world’s forests.

Deforestation in LAC accelerated between 2000
and 2005 when, according to the Global Forest
Resources Assessment, the region lost 4.7 million
hectares of forests per year, up from 4.5 million
hectares annually in the previous decade. As a
result, LAC accounted for 65% of global net loss of
forest cover in 2000-2005. The loss was most acute
in Central America where, despite a small gain in
Costa Rica, forest cover diminished at an annual
rate of 1.2%. However, the Caribbean saw a 0.9%
annual increase, due largely to growth of secondary
forest in Cuba.

South America accounts for 90% of LAC’s forests
but the annual rate of loss reached 0.5% in 2000-
2005, with all countries apart from Chile and
Uruguay showing a decrease. These two exceptions
were explained by large-scale industrial planting.
More recent figures may also show a similar trend
in Argentina and, possibly, Colombia. Tree planting
helps to compensate for loss of natural forest and
increase carbon fixation, but without the biodiversity
benefits of old growth forests.

The Outlook for Agriculture and Rural Development in the Americas

Table 3. Forest Distribution in Latin America
and the Caribbean, 2005
(thousands of hectares and
% of the total in America)

Region Ha (Thousands) % of total area
South America 831,540 90,0
Central America 22,411 2,4
Caribbean 5,974 0,6
Mexico 64,238 )
Total 924,163
Percentage of wotld forests in LAC = 23.4%

Source: FAO, Global Forest Resources Assessment 2005.

In recent years, rising global demand for
agricultural and livestock products is increasing
pressure on forests around the world. The advance
of farmland into forested areas is one of the main
reasons for loss of forest cover and explains the
increase in the rate of deforestation in the Amazon
in 2008, after deforestation had slowed in each of
the previous three years. Increased deforestation is
attributed partly to higher world food prices, which

are an incentive to clear land for agriculture and
livestock purposes.

Conservation: A mostly private affair

At present, 19% of LAC’s forests are protected,
ranging from 8% in Mexico to almost 46% in
Belize. However, some countries lack national
conservation policies and institutions responsible
for the management of national parks and other
protected areas tend to be weak. The income that
national parks generate, mostly from admission
fees and charges for the use of facilities, often goes
into a central fund. This deprives individual parks
of incentives for increasing their revenues and
renders them dependent on the fiscal budget and
its constraints.

However, private protected areas have shown a
sustained increase in recent years, particularly
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Figure 4. Annual variation of forest cover.
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in export-driven economies. Companies are years towards sustainable forest management. A

increasingly aware that, in the eyes of consumers in
industrialized countries, private land conservation -
even if notdirectly related to their core business - can
serve as an attractive addition to their credentials.
This process would be hastened if legal mechanisms
and tax incentives, which are still lacking in most
LAC countries, were introduced.

According to the International Tropical Timber
Organization (FAO, 2009d), LAC had 12 million
hectares of certified forests by 2007 (4% of total
forests certified globally), which, although equivalent
to only 1.2% of the region’s forests, represented an
important increase from just 0.4% in 2002. The
vast majority of certification work is carried out by
the Forest Stewardship Council (FSC), although
Brazil and Chile have developed their own systems.
However, particularly for small producers, the costs
of certification can outweigh the benefits.

Iustitutional and legal framework:

The national forestry programs (NFP)

as the first widely agreed upon sustainable
management framework

In most countries of the region the forestry sector
remains a low public-policy priority in relation to
its economic, environmental and social importance,
but significant progress has been made in recent

number of countries have drawn up or implemented
national forest programs while cooperation in areas
such as the prevention and control of forest fires has
increased, and some countries are pointing the way
forward through innovative schemes that include
payment for environmental services.

In the context of LAC countries” development of
stronger legal frameworks for forestry, National
Forest Programs (NFPs) have been put in place as a
vehicle for formulating and implementing forestry
policy at the local and national levels. Twenty-six
LAC countries, out of 33, have so far adopted
the concept of NFPs, although implementation is
still very mixed and significant challenges remain
in many countries. The importance of NFPs lies
partly in the fact that they are the first commonly-
agreed sustainable management framework that is
applicable to all countries and all types of forests.
As well as their local benefits, they also serve as a
basis for implementing international sustainable
management agreements.

Civil society participation in the design of NFDPs
is crucial for their legitimacy and the effectiveness
of the governance they provide. In this context, 14
LAC countries and three sub-regional organizations
have joined the National Forest Program Facility,
a funding mechanism and information initiative
launched in 2002 stakeholder

to promote
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participation in drawing up NFPs. The Facility,
financed through a mult-donor trust fund
supported by 13 funding partners and hosted by
FAO, provided grants in LAC for a total of some
US$3.3 million, mainly to NGOs, between 2002
and 2008.

Regional cooperation has also increased through
the Puembo Initiative, supported financially by the
Dutch and German governments, and led by the
Central American Commission for Environment

and Development (CCAD), the Amazon

Box 13:
Brazil's Public Forest Management
Law (PFML)

Environmentalists initially opposed Brazil's new forest
law, which came into force in March 2006, because
it was seen as an attempt to privatize public forests.
However, it is now widely celebrated as a milestone
for sustainable management and the combat of illegal
logging in the Amazon where the vast majority of land
is public.

The law created the Brazilian Forest Service to imple-
ment and supervise a system of concessions for the
use of forest products and services for periods of up to
40 years, subject to an independent auditing system. In
addition, it established a National Forest Development
Fund to promote sustainable forest activities and tech-
nological innovation, financed through income from
these concessions.

Brazil still does not have an explicit national forestry
policy. The Public Forest Management Law (PFML) is
an implicit policy within the framework of the Forest
Code. However, the government is negotiating some
amendments to the Code, but a number of actors
are struggling against this process. For this reason, the
government, with the financial support of the EC and
the technical advice of FAO, is implementing a project
along the Road 163, connecting Cuiaba (in the State
of Mato Grosso) with Santarem, (in the State of Para,),
aiming at identifying viable approaches for the integrat-
ed teritorial development process to be scaled up in
other areas of the Amazonia.

The Outlook for Agriculture and Rural Development in the Americas

Cooperation Treaty Organization (ACTO) and
FAO through its Latin American and Caribbean
Forestry Commission (LACFEC).

The Initiative was set up - after a workshop held in
Puembo, Ecuador in 2002 - as a forum for regional
debate about forestry policy issues. Through its links
with multinational organizations, the Initiative has
been able to assist LAC countries in implementing
international forestry conventions and, through
information sharing, in drawing up or improving
NEFDs. Its first phase came to an end in 2008 but it
will probably be extended for a second three-year
phase with support from the Netherlands.

In response to the so-called Forest Principles
recommended by the 1992 United Nations
Conference on Environment and Development
(UNCED), LAC countries have gradually begun
to draw up legal frameworks for their forests (as
distinet from agriculture in general). This process
has accelerated over the past five years during which
time six LAC countries drew up new forest laws,
creating improved conditions for investment in the
sector.

In one of the most important initiatives, Brazil -
which alone accounts for just over half of LAC’s
forests - introduced legislation in 2006 that uses
concessions to regulate the management of public
forests (see Box 13). In 2007, Chile and Argentina
went on to approve laws to promote the sustainable
management of native forests and in 2008 Honduras
approved a new forest law that consolidates all
existing legislation on the management of forests,
protected areas and wildlife.

o Forestry Outlook

Good economic perspectives

Jor the forestry industry

The region has very good wood and pulp production
conditions including modern technology, low input
and labor costs, good sunlight and public incentives
that make its forestry sector very competitive in the
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long-run. Moreover, the recent introduction by the
Russian Federation of a 50 Euro per metric ton
export tax on wood pulp has dramatically reduced
the competitiveness of European products and
created an opportunity for LAC countries. Once
the world economy and export markets recover,
activity and industrial forestry investment in LAC,
both domestic and foreign, should pick up. This
will, however, depend on a number of other factors,
including the ability of the region’s forestry industries
to retain their competitive edge over producers
in industrialized countries. This will, in turn, be
determined largely by land prices that, in Chile
and Brazil, have been rising sharply in recent years.
Southern cone countries, principally Argentina and
Uruguay as well as Brazil, are the prime candidates
to attract foreign direct investment in forestry, but
potential investors will be looking closely at legal
guarantees for potential projects.

On the other hand, income from non-wood
products could surge exponentially in coming years
with a more sophisticated type of marketing for
which small producers lack the scale and know-how.
One example of the potential of these products is
provided by Sambazon, a California-based start-
up company that, by 2007, was generating sales of
US$15 million fromagai berries, an antioxidant, that
grows wild in the Amazon. However, this example
also highlights some of the potential hazards of such
developments. While Sambazon uses local families
to pick the wild berry, its success has encouraged
other investors to establish plantations, raising
concern that the berry could eventually lead to a
loss of the diverse forests in which it grows wild.

In many cases, non-wood products overcome wood
in terms of overall value. Moreover, the exploitation
of non-timber products has a lower environmental
and better social impact for the rural communities
than timber products. In the Amazonian region,
there are many products already used like natural
gum, natural drugs and foods (like Acai, Cupuaci,
Guarand, Castafia, and many others).

Ecotourismisalso growingin LAC. The Caribbean,
Costa Rica, Ecuador, Panama and Peru appear to
be most active countries or regions in this field

while Brazil, Mexico, Guatemala Chile, Argentina
and Bolivia are considered to possess important
untapped potential.

Environment: Forest cover
continues to shrink

FAO anticipates that forest cover in LAC will
continue to shrink. [t estimates that, by 2020, forest
cover will have dropped to 881 million hectares, 43
million hectares less than in 2005. While forest area
in the Caribbean region is expected to remain stable,
both Central and South America will continue to
show net losses, although the annual rate of loss
will probably decrease. Furthermore, new planted
forests will partially offset the losses in terms of area
but not in terms of ecological value.

The international economic crisis may provide
a temporary respite by slowing the expansion of
agriculture and cattle-breeding. However, fiscal
revenues are also expected to drop sharply in 2009,
and probably 2010, as the region’s export markets
weaken and rising unemployment creates new
pressures on government spending. This situation,
combined with tight international liquidity and
the weak institutional and legal framework, means
that in the coming years LAC will face challenges
in maintaining the funding required for progress in
the management of its forests.

Climate Change: Forests are more
than just carbon sinks

An estimated 17% of greenhouse gas emissions
worldwide are the result of deforestation, mostly in
developing countries, and some studies suggest that,
in the case of LAC, the figure may be close to 50%.
However, climate change in the form of reduced
rainfall also poses a threat to forest cover in LAC.
This vicious circle, of declining forest cover and
lower rainfall, is reinforced by the increased risk of
forest fires as a result of higher temperatures and
drier conditions.

FAO’s Latin American and Caribbean Forestry
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Commission (LACFC) has assisted countries to draw
up regional and sub-regional strategies as well as a
set of guidelines for preventing and managing fires.
Many countries have developed efficient methods of
forest fire prevention involving the private sector in
the process. Nevertheless, most countries still need
to substantially improve their prevention systems
especially in conservation areas. However, further
progress will depend on funding for training and
equipment from public and private institutions.
For that reason, LACFC is very concerned about
the reduction of the financial and technical support
from the international community for forest fire
management in LAC.

Although more research is still required, knowledge
about the likely impact of global warming on

) Box 14:
~ Forest Fires: Information and
Cooperation for Progress

According to the 4th International Wildland Fire Conference,
held in Spain in 2007, it is difficult to accurately assess
the damage - in terms of deforestation, degradation, CO2
emissions and the health and livelihood of surrounding
communities - caused by forest fires in LAC. At this confer-
ence, a panel on the region found that reliable information
on the prevalence of fires is almost totally lacking - or not
disclosed - in the Caribbean while, in South America where
the panel described fires as a “severe problem”, almost half
of the countries do not have, or do not publish, compre-
hensive and reliable fire statistics.

However, cooperation between LAC countries in improving
their management of forest fires has strengthened in recent
years. Three Sub-Regional Networks for Forest Fire Man-
agement - for Central America, the Caribbean and South
America - have been established and incorporated into the
Global Wildland Fire Network (GWFN). In addition, Brazil,
for example, is providing technical assistance to Colombia
and Bolivia and is also discussing a possible cooperation
agreement with Chile.

The Outlook for Agriculture and Rural Development in the Americas

LAC’s forests has been increasing in recent years.
According to the Intergovernmental Panel on
Climate Change (IPCC), the consequences in the
region are likely to include the replacement of
tropical forests in the eastern Amazon and central
and southern Mexico by savannah, replacement of
semi-arid vegetation by arid vegetation in parts of
northeast Brazil and most of central and northern
Mexico, more frequent forest fires in much of South
America and degradation or loss of cloud forests in
mountainous areas.

The Clean Development Mechanism (CDM),
established under the Kyoto protocol, does not
include reductions in deforestation and forest
degradation rates - as opposed to reforestation
- as criteria for classification as a CDM project,
due largely to difficulties in measuring their
contribution. This could change under the post-
Kyoto system, currently being debated, although
nothing has been decided yet.

It is by no means clear that an agreement will be
reached at the COP15 meeting that will take
place in Copenhagen at the end of 2009, or that
a new agreement will extend carbon credits to
“avoided” deforestation and degradation. Two
international initiatives were, however, launched in
2008 to promote efforts to reduce emissions from
deforestation and forest degradation in developing
countries (REDD):

e The World Bank’s Forest Carbon Partnership
Facility (FCPF) secks to strengthen countries’
capacities to access a future system of financial
incentives for REDD and to test a program of
performance-based incentive payments in some
pilot countries as preparation for a much larger
future system of incentives and funding.

*  FAQ, the UN Development Program (UNDP)
and the UN Environment Program (UNEP)
joined forces to form UN-REDD. With a
multi-donor trust fund, this initiative also seeks
to strengthen country capacity in REDD as
well as providing support for the development
of methodologies and standards.
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In the context of growing concern about climate
change, it is important not to focus exclusively on
forests as carbon sinks. REDD mechanisms also
need to protect the rights of people who depend on
forests for their livelihoods and provide benefits for
these communities.

Treethanol: Cellulose based ethanol
derived from wood products

An estimated 60% of harvested wood is used to
produce energy either by being burnt directly or
in the form of charcoal, pellets or the black-liquor
residues of pulp mills. However, it is probably only
a matter of years before wood is also used to cost-
effectively produce cellulosic ethanol or ‘treethanol’.
Forests based fuel production could be economically
viable especially where it can be done in vast land-
degraded areas and, thus, in the southern cone.

According to FAO (2009), the consumption of
wood fuel will continue the positive trend registered
in the last 25 years and will reach an annual figure
of 290 million cubic meters by 2020.

Ethanol — nowadays mainly produced in Brazil
from sugar cane and in the United States from
maize, but with significant differences in the energy
and emission reductions balances — offers an
alternative to fossil fuels in reducing emissions of
greenhouse gases and mitigating climate change.
Treethanol is particularly promising as an alternative
for biofuel production because it could yield 16
times more energy than required to produce it
whereas, according to most estimates, sugar-cane
ethanol yields around eight times more energy and
maize-based ethanol a mere 30% more.

Moreover, these latter forms of ethanol create

pressure for deforestation while commercial
production of treethanol would require extensive
new plantations that could be established on existing
degraded lands. It would, however, dramatically
change the economics of forestry, posing important
new regulatory challenges and calling for analysis of
its social consequences and impact on the livelihood

of communities that currently depend on forests.

o Policy recommendations

Enbance conservation and valorization
of forests and forest products

LAC offers numerous opportunities for forestry
that would the
contribution to economic growth and help to

investments increase sector’s
alleviate rural poverty while, in some cases, also
providing financial incentives for their sustainable
management. An example could be the commercial
use of unknown forest species, which could create
economic opportunities and opportunities to
relieve pressure on species already commercialized.
However, in most countries, some of the necessary
conditions for the these

investments have yet to be put in place.

materialization of

A change in prevailing public attitudes is required.
The economic importance and potential of the
region’s forests is still not fully appreciated and
its role in job creation is underestimated, partly
because much of the employment it creates is in the
informal sector.

Moreover, large sectors of the population and
the business community perceive a contradiction
between conservation of forests and economic
benefit, a belief that facilitates deforestation as a
legitimate and, indeed, beneficial economic activity.
As an additional handicap, this also means that the
value that could be added to the region’s exports by
certified sustainable practices can easily be lost.

Updated data and information for sound policy-
planning also remains a scarce commodity. This is a
theme that recurs constantly across the forestry sector
ranging from macro issues - like its contribution to
GDRP job creation and its role in the alleviation of
rural poverty - to micro issues such as the revenues
generated by ecotourism or the overall impact of
forest fires.

This is a key barrier to the incorporation of forestry
planning as part of integrated national strategies for
sustained economic development. As well as a long-
term concern, this also has pressing implications
in the more immediate crisis context of worsening
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economic conditions and increasing rural poverty.
The lack of reliable information, in fact, isa limiting
factor for decision making on natural resources
sustainable management and public policy design.
Governments should be aware of this weakness and
take action to reduce the information gap.

Biofuel: Cellulose based ethanol
oﬁ'ers economic opportunities

Jor the forestry industry

Nowadays, in addition to biodiversity conservation,
wood-based ethanol and climate change are two
long-term challenges for LAC’s forests that override
all others. These two phenomena will be crucial in
shaping the future of the sector and preparation is,
therefore, vital.

A number of LAC countries, particularly Brazil
and Chile, are already engaged in research on the
commercial development of cellulosic ethanol. This
would open up vast new economic opportunities for
the region’s forestry industries, but also important
new policy challenges.

Policy development in this area is still in its infancy
but it is clear that a new regulatory and, probably,
institutional  framework would be required.
Commercial production of ethanol would imply
an extension of the area under planted forests, with
the possibility of bringing marginal or degraded
land into production, but would also have social
consequences calling for careful analysis and,
probably, mitigation.

Climate Change: Mitigation through

payment for environmental services

Payment for environmental services provided by
a forest in terms of, for example, protection of
water sources, promotion of ecotourism, carbon
capture, prevention of erosion and desertification
or the conservation of biodiversity can also help
to make sustainable management economically
viable. These services have always existed, but were
previously regarded simply as positive externalities.

The Outlook for Agriculture and Rural Development in the Americas

) Key tasks:

Sustainable management. In order to implement
and maintain sustainable practices, these must be more
profitable than deforestation or degradation.

New sources of forest income. Strategies for achieving
economically viable sustainable forest management include
product diversification as well as the development of non-
wood forest products, payment for environmental services
and private concessions for activities such as ecotourism.

Funding. In the short term, as fiscal revenues shrink and
social pressures on govemment spending increase, new
sources of finance will be needed to fund sustainable forest
management initiatives.

Key issues:

Climate change. Global warming poses a threat to
forests in LAC, but their role as carbon sinks could also
mean new economic opportunities as well as challenges
to improve this role.

Wood energy. The commercial development of
wood-based ethanol would mean a major shift in the
economics of forestry in LAC, opening up the possibility
of a variety of upstream and downstream activities, but
also posing important new regulatory challenges.

Small Scale Integrated Production Systems. The
integration of community development, forestry,
livestock, agriculture, aquaculture and ecotourism is
a win-win strategy which can benefit from mutual
synergies and reduce negative environmental impacts.

In order to correctly pay for environmental services
they need to be properly quantified and their
externalities taken into consideration in terms of
their public contribution. In other words, from a
modern and integrated management perspective,
regardless of the production potential, landowners
should benefit from the positive externalities they
provide to society.
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In LAC, Costa Rica has pioneered the use of this
mechanism. In a forest law introduced in 1996,
it identified four services (water services, carbon
capture, conservation of biodiversity and scenic
beauty and recreation) for which the government
can pay private landowners. In addition, it allows
landowners to charge electricity generators and
water companies operating lower down the same
river basin for reforestation or conservation.

At present, Costa Rica is paying landowners
who manage their forests in a sustainable way or
undertake reforestation between US$226 and
US$580 per hectare annually. This is financed out
of a tax on oil-based fuels, the sale of carbon credits
and international donations.

A number of other countries, including Colombia
and Mexico, now also have laws regulating payment
for environmental services. However, in other
countries with environmental service payment
initiatives, the system exists only informally.

Climate change, as discussed before, is closely
connected with forest loss. At the same time, the
adoption of financial mechanisms to prevent
deforestation and soil degradation through thesselling
of carbon credits, would introduce a very important
new incentive for sustainable forest management in
the region. Under those circumstances, sustainable

forest management would be an important
alternative for climate change mitigation.
Although weaker international markets may

temporarily slow the advance of farmland, forestry
industries and communities that depend on forests
will have an incentive for unsustainable practices,
with the risk of deforestation and degradation, as
they seek to reduce costs and maintain cash flow.

The international economic downturn has already
had a severe impact on fiscal revenues around the
world. This means that LAC governments will
have fewer resources to devote to sustainable forest
management initiatives and capacity building
and are also less likely to receive support from
governments in industrialized and
multilateral organizations.

countries

Economic incentives for sustainable management are
doubly important in order to make it more profitable
than deforestation or degradation through over-
harvesting and other poor practices. In this context,
incentives for responsible private-sector practices in
the form of concessions of public forest areas for
sustainable forest management and payment for
environmental services may be the most efficient and
effective way of making sustainable management
more lucrative than clear cutting and degrading land.
This, however, requires higher levels of education
and training to enable poorer sectors to tap into such
schemes and benefit from those incentives.

Incentives for sustainable management that are
effective for large-scale forestry companies may
not necessarily be appropriate for small companies
for whom certification or registration for support
programs can be difficult and, in some cases,
prohibitively expensive. This is particularly a concern
where small-scale forest owners are under pressure
from export-driven agriculture, livestock farming
and urban expansion.

However, in order to take advantage of this potential
opportunity, the region would have to invest in
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